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PREFACE 


Contract  Administration 
Cost,  Schedule,  Performance 


The  contract  management  field  embraces  numerous  disciplines. 
They  range  from  financial  matters  to  delivery  verification;  from 
quality  procedures  to  terminations  due  to  performance  failures. 

A  professional  contract  administrator  within  the  contract 
management  field  must  be  responsive  to  the  contractor  performing 
the  effort;  likewise  the  contractor  must  be  responsive  to  the 
subcontractors  in  order  to  insure  successful  completion  of  the 
task. 


Contract  administration  requires  the  expertise  in  those  key 
areas,  as  well  as  the  ability  to  survey  and  research  the  key 
areas  for  current  and  significant  developments. 

To  assist  you,  the  professional,  in  developing  those  sources 
necessary  to  maintain  proficiency  in  contract  administration,  we 
have  assembled  this  book  which  is  a  series  of  papers,  articles, 
readings  and  reference  materials  on  the  subject  of  contract 
management. 
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this  course.  Their  direction  has  enabled  this  course  to  continue 
to  contribute  to  the  development  of  the  professional  contract 
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Section  1 


Course  Objective 


The  purpose  of  PPM  304,  Advanced  Contract  Administration  is  to 
provide  the  student  the  opportunity  for  an  intensive  review  of 
areas  of  importance  in  contract  management.  Additionally, 
through  the  use  of  school  and  student  case  problems,  this  course 
provides  the  environment  for  the  student  to  improve  their  ability 
to  identify  and  evaluate  relevant  facts  and  analyze  alternative 
solutions.  Emphasis  is  placed  on  providing  students  with  an 
opportunity  to  develop  an  attitude,  a  point  of  view,  outlook  or 
frame  of  mind  so  that  they  may  become  more  responsive  and 
responsible  in  the  management  of  government  contracts. 


Course  Description 

This  course  emphasizes  the  participative  methods  of  instruction. 
Lectures  will  be  used  sparingly  for  information  and  updating 
purposes.  It  is  expected  that  students  will  be  prepared  to 
participate  in  class  discussions.  Students  are  also  expected  to 
relate  and  share  with  one  another  their  practical  experiences  in 
order  that  they  may  expand  their  experience  horizons.  Each 
student  will  prepare  and  submit  a  written  contract  management 
workshop  case.  The  case  should  be  selected  from  firsthand 
contract  administration  experience  of  the  student  and  may  involve 
any  aspect  of  contract  management.  This  course  is  oriented 
toward  central  procurement  rather  than  local  procurement.  It 
treats  such  subject  areas  as  pricing,  production  management, 
procurement  organizations,  terminations,  disputes,  subcontractor 
controls  and  relationships,  etc. 
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Section  2 


Administrative  Information 


A.  Useful  Telephone  Numbers: 

Course  Director:  Major  Billy  C.  Cox  AFIT/LSPA  (513)  255-8546 

Course  Administrator:  Various  Instructors  AUTOVON  785-8546 

B.  Attendance  Policy: 

There  may  be  situations  where  emergencies  occur,  which  may 
cause  you  to  be  absent  from  class.  If  that  occurs,  you  are 
required  to  make  up  that  day's  lesson.  An  outline  of  the  day's 
material  is  to  be  submitted  for  evaluation.  This  ensures  you 
have  obtained  the  key  facts  that  the  instructor  discussed  in 
class.  This  also  allows  a  daily  grade  to  be  entered  rather  than 
a  zero  (0)  for  that  day.  If  however,  you  miss  two  (2)  class 
days,  you  will  be  disenrolled. 


While  attending  this  course,  students,  including  local  area 
students,  are  in  a  TDY  status  to  AFIT  and  are  thus  responsible 
to,  and  under  the  supervision  and  administration  of  the  Dean, 
School  of  Systems  and  Logistics.  The  Dean  has  prescribed  that 
students : 

(1)  Will  be  present  in  class  at  the  designated  hours. 

The  normal  class  day  will  consist  of  seven  hours  scheduled 
as  follows: 

Morning  Session  0800-1130 

Afternoon  Session  1230-1600 


(2)  Will  be  excused  from  attendance  only  if  ill,  or  as 
otherwise  excused  by  the  course  director. 

(3)  Be  aware  that  dental  appointments,  vehicle  mainte¬ 
nance,  committee  meetings,  requirements  of  a  regularly 
assigned  job,  etc.;  are  not  normally  valid  causes  for  class 
absence. 


(4)  Will  notify  the  course  director  or  the  class  leader  of 
location  or  destination  if  leaving  the  local  area  during 
weekends . 


C.  Classroom  dress/decorum 


a.  No  smoking  in  classrooms 

b.  Do  not  disturb  other  classes  during  breaks 

c.  Help  keep  the  classroom  clean 

d.  Be  attentative  during  class 

e.  No  shorts/cutoffs  or  sandals  allowed  at  anytime. 


D.  Instructional  Methods/  Academic  Freedom,  Nonattribution: 

Classroom  presentations  are  made  by  faculty  members  of  the 
School  of  Systems  and  Logistics.  Instructional  methods  include 
lecture,  discussion,  demonstration,  exercises  and  other  methods 
of  instruction. 

Each  student,  within  the  bounds  of  courtesy  and  propriety,  is 
encouraged  to  participate  and  freely  discuss  the  subject  matter 
presented.  Case  histories  or  examples  of  actual  practice  are  for 
illustration  and  classroom  discussion  only  and  are  strictly  on  a 
nonattribution  basis. 

( 1 )  Academic  freedom:  The  privilege  of  debate  with 
discretion  on  any  subject  related  to  curricula  within  the 
school  forum. 

(2)  Non-attribution:  Treating  statements  made  in  the 
school  forum  as  privileged  information  not  to  be  attributed 
to  a  specific  individual  when  outside  the  school  forum. 

E.  Student  Preparation:  Student  are  expected  to: 

(1)  Read  scheduled  assignments  in  advance. 

(2)  Remain  alert  and  attentive  in  class 

(3)  Take  notes.  Notes  in  your  own  words  add  greatly  to 
your  retention  of  material  presented. 

(4)  Participate  actively  in  discussions,  but  please  do  not 
monopolize  or  sidetrack  them. 

(5)  Remember  that  some  of  the  speakers  are  our  guests  and 
are  contributing  their  time  and  efforts  to  aid  our  program. 
Treat  them  accordingly. 
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Section  ^ 


Student  Evaluation  Process 


Students  will  be  evaluated  on  the  basis  of  of  two(2)  test  for  a 
total  of  100  possible  points.  The  test  will  account  for  50%  of 
the  final  grade.  The  breakdown  is  as  follows: 


Midterm/Final  Test 

50 

% 

5  Opts 

Student  Case  Presentation 

20 

% 

20pts 

Class  Participation 

20 

% 

2  Opts 

Class  Projects 

10 

% 

1  Opts 

Total 

100 

% 

1 OOpts 

Grades :  Grades  will  be  determined  by  the  Course  Director  in 

conjunction  with  the  course  administrator  and  participating 
faculty  based  upon  the  following  criteria: 


RECOMMEND  %  OF 
AVAILABLE  POINTS 

90  -  100 

80  -  89 

70  -  79 

60  -  69 

Below  60 

Incomplete 

Withdrawal 

Satisfactory 

Unsatisfactory 


DEFINITION  GRADE 


Excellent  A 

Good  B 

Fair  C 

Poor  D 

Failure  F 

I 

w 

s 

u 


1.  The  F  grade  will  be  given  to  students  who  fail  to  meet 
the.  established  course  requirements  or  standards.  A  student  who 
receives  a  failing  grade  will  be  allowed  to  retake  the  course 
only  with  the  specific  permission  of  the  course  director.  The  I 
or  W  grades  may  be  given  to  students  who  fail  to  complete  a 
course  because  of  illness  or  other  valid  reasons. 


2.  Honor  Graduates:  The  course  director  may  designate  the 
honor  graduated ) .  The  honor  graduate  must  maintain  a  grade 
average  of  "A"  and  the  selection  rate  cannot  exceed  10%  of  the 
class  student  enrollment. 
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STUDENT  CASE 
SCORE  SHEET 


Topic 

Written 


1.  Organization  0 

2.  Legibility  0 

3.  Documentation  0 

4.  Content  0 

5.  Meets  objectives  0 

of  case 


2 

2 

2 

2 

2 


Oral 

1.  Organization  0 

2.  Knowledge  of  case  0 

3.  Complexity  0 

4.  Clarity  0 

5.  Discussion  0 


2 

2 

2 

2 

2 


Total 


FINAL  GRADE 
COMPUTATION 


Average  Participation  (max  20  pts) 
Case  (max  20  pts) 

Exercise  (max  10  pts) 

1/2  Midterm  Test  (max  25  pts) 

Subtotal  (max  75  pts) 
1/2  Pinal  Test  (max  25  pts) 

Total  pts  (max  100  pts) 


Student 


Instructor 
Comments : 


Final  Grade 
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OURSE NUMBER 


STUDENT  PRE-COURSE  QUESTIONNAIRE 


|  The  following  information  is  requested  to  assist  the  school  in  compiling  statistics  and  as  an  administrative  aid. 

NAME  (As  desired  on  course  completion  certificate) 

NICKNAME 

RANK  OR  GRADE 

CAREER  SPECIALTY  (Civ  Series,  AFSC.  MOS 
etc.) 


EDUCATION :  BEYOND  SECONDARY  —  COURSES.  CIVILIAN  AND  MILITARY  (Include  approximate  dates)  Appropriate  ReSpOPSe 

H.S. _  BA/BS/OTHER  (SPECIFY) _  Masters _  PhD _  Major 


Contract  Administration  (Correspondence,  Seminar,  Resident)  Date 
Management  of  Def  Acq  Contracts  I  Date” 
Cost  &  Pricing  (Correspondence,  Resident)  Date- 
Management  of  Def  Acq  Contracts  II  Date- 
Contract  Law  (Seminar,  Resident)  Date- 
Negotiation  Workshop  Date- 
Ouantitative  Techniques/Cost  &  Pricing  Date- 
Other  (Please  Specify):  _ _  Date- 


EXPERIENCE:  POSITIONS  MELD,  TYPE  POSITION.  ETC. 

It  Years 
Government 

_ Contract  Administrator  _ 

_ Cost  Monitor  _ 

_ Price  Analyst  _ 

_ Negotiator  _ 

_ Industrial  Specialist  _ 

_ Quality  Specialist  _ 

_ Property  Specialist  _ 

_ Engineering  _ 

_ Other  (Please  Specify)  _ 


yasi 


Highest  Position 


AFIT 


FORM 
FEB  19 


Y 1 6  (ls) 
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Chapter  A 


Contract  Administration 
"A  Team  Effort" 

You  are  a  professional  operating  in  a  field  which  requires  a 
team  of  technical  experts  working  In  harmony  toward  a  common 
goal.  Thousands  of  dollars  and  potentially  thousands  of  people 
depend  on  your  dally  actions. 

We  are  encouraged  to  show  "one  face  to  industry".  In 
reality,  this  concept  becomes  disjointed  because  the  team 
members:  do  not  communicate  well;  do  not  know  what  to  expect 

from  each  other;  work  with  a  limited  view  of  the  total 
administration  picture  and  sometimes  fail  to  realize  their 
personal  requirements  in  the  process. 

This  course  is  designed  to  create  or  recreate  familiarity 
with  key  contract  administration  issues.  In  this  chapter,  we 
will  discuss  CAO  responsibilities,  functional  elements  in  the  CAO 
Team,  the  DOD  organization  for  contract  administration,  ACO/PCO 
communication  and  ACO/Contr ac tor  communication.  The  last  reading 
also  addresses  you  as  a  professional  and  has  applicability 
regardless  of  your  special  skills  or  assigned  duty. 

Table  of  Contents 


Topic 

P-a.2.e 

Assignment 

1. 

Organization  Charts 

A2  thru 

A8 

Review 

2. 

Contracting  Cycle 

A9 

Review 

3. 

Team  Effort 

A10 

Review 
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All  thru 
(No  page 
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Read 
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ACO  Functions 
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Read 

6. 
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A57 

Read 
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DOD  FAR  Supplements 
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A62 

Read 

8. 
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A63  thru 

A67 

Reference 
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SCHOOL  OF  SYSTEMS  AND  LOGISTICS 


ADVANCED  CONTRACT  ADMINISTRATION  COURSE  (PPM  304) 

SUBJECT:  Organization  for  Contract  Administration  Services  (CAS) 

and  Contracting  -  Administration  Office  Interface 

TIME:  3.5  Hrs 

OBJECTIVE :  Comprehend  the  organization,  its  environment  and 

responsibilities  for  the  performance  of  CAS. 

SAMPLES  OF  BEHAVIOR: 

a.  Explain  the  organization  of  the  Department  of  Defense 
and  its  components  for  acquisition  and  contract 
administration. 

b.  Describe  the  functional  components  within  the  contract 
administration  activities. 

c.  Define  the  role  of  the  Administrative  Contracting  Officer 
within  the  organizational  framework  of  acquisition  and 
contract  administration. 

d.  Summarize  the  essential  nature  of  communication  in  the 
organization  of  Contract  Administration  Services  and  with 
outside  agencies. 

e.  Explain  the  duties  of  the  CAO  relative  to  FAR  42.302(a)  & 
(b)  . 

INSTRUCTIONAL  METHODS;  Lecture/Discussion 

STUDENT  INSTRUCTIONAL  MATERIALS:  Advanced  Contract 

Administration  (ACA)  Textbook 

REQUIRED  STUDENT  PREPARATION:  As  defined  by  Chapter  "A"of  the 

Advanced  Contract  Administration  (ACA)  textbook. 
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DOD  ORGANIZATION 


App  A 

DoD  4105. 59-H 


TYPICAL  DEFENSE  CONTRACT  ADMINISTRATION  SERVICES  MANAGEMENT  AREA 


Contract  Operations  Operations 

Financial  Services  Operations  Support 

Production  and  Industrial  Resources  Specialized  Safety 

Property  Management  Flight  Operations 

Systems  and  Engineering 
Transportation  and  Packaging 
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App  A 

DoD  4105. 59-H 


TYPICAL  DEFENSE  CONTRACT  ADMINISTRATION  SERVICES  PLANT  REP  OFFICE 


Contract  Operations  Operations 

Financial  Services  Operations  Support 

Production  and  Industrial  Resources  Flight  Operations 

Property  Management 
Systems  and  Engineering 


♦U.S.  OOVBWMWT  PRIHTIHG  OmCEi 


A-8 


THE  CONTRACTING  CYCLE 


CONTRACT  MANAGEMENT 

IS  A  TEAM  EFFORT 
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The  Administrative  Contracting  Officer 


Contract  administration  has  progressed  from  simple  inspection  to  a  full- 
fledged  discipline  with  many  responsibilities.  As  a  part  of  the  government 
contracting  process.  It  is  the  longest  and  most  important  phase.  Federal 
Acquisition  Regulation  (FAR)  42.302(a)  specifically  Identifies  functions  to  be 
accomplished  during  the  contract  administration  phase  to  the  extent  that  those 
functions  apply  to  a  delegated  contract. 

The  ACO's  role  is  to  assure  delegated  responsibilities  are  performed. 
Although  the  ACO  is  the  focal  point  for  all  administrative  and  technical 
matters  relating  to  a  contract,  a  team  of  specialists  assists  the  ACO  in 
meeting  these  responsibilities.  Quality  assurance  specialists,  industrial 
engineers,  production  specialists  and  price  analysts,  among  others  may 
participate  on  this  team.  Team  composition  depends  on  the  complexity  and 
technical  requirements  of  the  contract,  and  duties  assigned  by  the  buying 
office.  The  ACO  serves  as  the  "team  captain",  coordinating  specialists 
efforts  in  support  of  buying  office  delegations. 

Contracting  Officer  Qualifications 

Concern  for  contracting  officer  qualifications  is  not  new.  In  1955,  the 
"Hoover  Commission"  suggested  "new  attention  should  be  given  to  improving  the 
qualifications  of  contracting  officers";  a  1970  Comptroller  General's  Report 
to  the  Congress  recommended  establishing  experience  and  education  standards 
for  contracting  positions;  and  in  1972,  the  Congressional  Commission  on 
Government  Procurement  (COGP)  prescribed  clarifying  the  methods  for  delegating 
contracting  authority 

...to  assure  that  such  authority  is  exercised  by  qualified  individuals  and 

is  clearly  understood  by  those  within  the  agencies  and  by  the  agencies' 

suppliers  of  goods  and  services. 

Despite  the  recommendations  posed  by  these  high-powered  studies, 
contracting  officer  qualification  requirements  remained  vague.  The  Defense 
Acquisition  Regulation  supplied  the  primary  criteria  prior  to  April  1984. 

The  DAR  stated  that  expertise,  training,  education,  business  acumen, 
judgement,  character,  reputation  and  ethics  shall  be  considered  In  selecting  a 
CO.  Additionally  it  provided  the  following  eval uatTon  criteria: 

1.  Experience  in  a  Government  procurement  office,  commercial 
procurement  of  related  fields. 

2.  Formal  education  or  special  training  in  business  administration, 
law,  accounting,  or  related  fields. 

3.  Completion  of  the  Defense  Procurement  Management  Course  or  other 
procurement  courses. 

4.  Knowledge  of  the  provisions  of  this  Regulation  and  of  other 
applicable  regulations. 

It  must  also  be  noted  that  the  DAR  allowed  the  designation  of  a  CO  by  virtue 
of  position.  DOD  organizations  have  assigned  position  authority  to  executive. 
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director  and  Head  of  Contracting  Activity  (HCA)  type  positions.  A  1967  survey 
of  14  government  executive  agencies  performed  by  the  Office  of  Federal 
Procurement  Policy  (OFPP),  recommended  deletion  of  the  "by  virtue  of  position" 
assignment  of  CO  authority.  The  OFPP  report  stated  that  "...no  contracting 
officer  delegations  of  authority  should  be  given  to  others  than  those  fully 
qualified  by  background,  experience,  and  their  present  position" 

Effective  1  April  1984  the  FAR  replaced  the  DAR.  It  attempts  to 
consolidate  acquisition  regulations  government-wide.  The  FAR  lists  verbatim 
the  DAR  CO  selection  considerations;  however,  it  includes  two  additional 
example  criteria: 

1.  Knowledge  of  acquisition  policies  and  procedures. 

2.  Specialized  knowledge  in  the  particular  assigned  field  of 
contracting. 

Thirty  years  after  the  Hoover  Commission  report,  contracting  officers  still 
strive  for  specific  qualification  criteria.  Though  the  FAR  provides  two  more 
selection  Items  than  the  DAR,  Its  criteria  are  offered  as  "examples":  the  DAR 
presented  its  criteria  as  mandatory  considerations  by  using  the  term  "shall." 
CO  designation  by  virtue  of  position  is  excluded  from  the  FAR.  Also,  the  new 
regulation  eliminates  the  term  "PCO,"  relabeling  the  procuring  contracting 
officer  "contracting  officer". 

PCO,  ACO  and  TCO  distinctions  seldom  occur.  "Contracting  officers"  are 
usually  perceived  as  and  addressed  as  a  composite  group.  Renaming  the  PCO  the 
generic  "CO"  may  further  reduce  recognition  of  individual  contracting 
specialities.  The  FAR's  nondifferentiation  of  selection  criteria  for  the 
contracting  specialties  also  fosters  the  collective  perception  of  COs. 

Push  for  Professionalism 

While  government  commissions  recommend  improved  qualification  requirements 
and  news  media  spotlight  spare  part  "horror  stories,"  contracting  officers 
from  government  and  industry  pursue  a  professional  designation  for  the 
contracting  occupation.  At  the  1983  Air  Force  Systems  Command  (AFSC) 
contracting  officer  conference,  Mr.  Jim  Williams,  Deputy  Assistant  Secretary 
of  the  Air  Force,  Acquisition  Management,  Identified  five  Indicia  of 
professionalism: 


1.  A  defined  body  of  specialized  knowledge 

2.  Undergraduate  and  graduate  intellectual  training. 

3.  Relationship  to  a  professional  organization  with  set  standards, 
tests  of  competency  and  certification  procedures. 

4.  A  Code  of  Ethics  enforced  by  members  of  the  profession. 

5.  A  high  degree  of  autonomy  and  responsibility  [2]. 

In  the  test  for  professionalism,  the  government  contracting  occupation  has  the 
basic  framework  of  a  profession;  the  introduction  of  the  FAR  offers  an 
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opportunity  to  refine  the  body  of  specialized  knowledge;  the  proliferation  of 
contracting  In  a  number  of  degree  programs  at  various  colleges  and 
universities  provides  training  opportunities;  and,  the  National  Contract 
Management  Association  (NCMA)  fulfills  the  professional  organization 
requirement  as  well  as  offering  a  Code  of  Ethics.  Because  government 
contracting  promotes  the  team  concept,  it  somewhat  restricts  autonomy; 
however,  the  CO  remains  responsible  for  contractual  actions. 

Although  the  basic  structure  for  professional  designation  is  available, 
the  boundaries  are  not  firm.  Members  of  the  contracting  community 
relentlessly  pursue  professionalism  suggesting  ways  to  improve  contracting's 
status  as  a  profession.  Although  the  following  literature  review  perpetuates 
the  generic  reference  to  COs,  professionalism  is  a  concern  for  all  CO 
special ities. 

CP's  Concern 

In  Public  Purchasing  and  Materials  Management,  Harry  R.  Page,  Professor  of 
Business  Adm Infstration  at  the  George  Washington  University,  cites  the 
Commission  on  Government  Procurement  1971  survey  of  110,000  federal  civilian 
public-purchasing  and  material -management  employees.  Of  the  53,568  persons 
responding  to  the  COGP  survey,  "the  work  force  was  characterized  at  that  time 
by  one  commission  member  as  'over  aged  and  under  educated'".  Forty-one 
percent  of  the  respondents  were  between  the  ages  of  46  and  55,  with  an  average 
educational  level  of  high  school  plus  three  months  of  college.  Page  contends 
that  "the  competence  of  the  work  force  is  the  most  important  factor  in 
achieving  organizational  goals".  He  further  references  the  commission's 
report  stating: 

...more  than  half  of  the  civilian  agencies  of  the  federal  government 
were  using  as  contracting  officers  personnel  whose  training,  education, 
experience  and  expertise  did  not  qualify  them;  personnel  who  did  not 
have  knowledge  of  applicable  laws  and  regulations  essential  to  the 
contracting  function;  and  who  were  exercising  the  contracting  officer 
authority  that  resided  in  the  position  occupied  although  no 
determination  had  been  made  of  their  qualifications  to  do  so. 

To  avoid  placement  of  unqualified  persons  in  CO  positions,  Page  identifies 
training  and  education  in  four  skill  areas  which  contracting  officers  should 
have: 


1. 

Business  knowledge  and  skills. 

2. 

Communication  skills. 

3. 

General  management  skills. 

4. 

Conceptual  skills. 

Two  years  after  the  publication  of  the  book  referenced  aboved,  Mr.  Page 
testified  before  the  Senate  Subcommittee  on  Federal  Expenditures,  Research  and 
Rules,  Committee  on  Governmental  Affairs  on  the  1982  proposed  Uniform  Federal 

Procurement  System.  Once  again  he  emphasized  th  importance  of  business  and 
management  skills  for  the  contracting  officer  for  sound  business 
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judgement.  He  assured  the  subcommittee  that  "competence  in 
business  and  management  can  be  taught  and  learned",  and  that  "the 
educational  opportunities  exist,  and  they  are  being  utilized  to 
advantage-by  the  private  sector".  Page  noted  that  procurement 
position  announcements  for  private  sector  businesses  require  a 
bachelor's  degree  In  a  business  related  field  while  position 
announcements  in  federal  government  require  no  formal  education. 
In  fact,  "under  present  standards,  education  cannot  be  a 
selection  factor".  With  only  1/3  of  the  present  procurement 
force  college  graduates,  Page  indicated  this  lack  of  education 
standard  as  the  principle  reason  for  the  relatively  low  level  of 
professionalism  in  federal  procurement.  To  improve  the 
professional  level  of  the  work  force.  Page  recommended  to  the 
subcommittee  that 

...the  Office  of  Personnel  Management  needs  to  say  that 
formal  education  in  business  and  procurement  management 
Is  necessary ,  and  that  professional  certification  is 
desirable. 

The  professional  certification  mentioned  above  would  attest 
that  the  Individual  has  attained  a  prescribed  level  of  knowledge 
through  formal  course  work  or  examination,  has  completed  a 
prescribed  minimum  term  of  work  experience  in  the  contracting 
field,  and  has  made  a  commitment  to  a  standard  of  behavior  and 
performance . 

Another  advocate  of  education  and  professionalism  for 
contracting  personnel  is  Robert  Ragan.  Presently  a  procurement 
manager  for  Bechtel  National  Incorporated,  Ragan  has  been  in 
contracting  for  over  fifteen  years  both  in  government  and  private 
industry.  He  writes,  "Procurement  to  be  a  true  profession  must 
be  considered  as  such  not  only  by  those  who  comprise  its  ranks 
but  also  by  'outsiders'".  Ragan  considers  one  factor  leading  to 
this  outside  recognition  to  be  the  manner  in  which  procurement 
personnel  conduct  their  activities,  including  the  daily 
demonstration  of  their  business  expertise.  Like  Page,  he 
recognizes  that  there  are  people  in  procurement  without  college 
degrees,  and  comments: 

It  is  difficult  to  be  placed  at  the  same  level  of  esteem  as 
doctors,  engineers  and  other  professionals  who  must  hold  a 
college  degree  In  their  discipline,  when  procurement 
professionals  have  no  such  requirement. 

Regan  identifies  a  procurement  professional  as  "a  person  with 
the  specialized  knowledge  and  often  long  and  intensive  academic 
training  in  procurement".  He  does  not  feel  enough  schools  offer 
undergraduate  graduate  degrees  in  procurement;  therefore,  he 
advocates  the  promotion  of  procurement  and  contract  management 
degree  programs  at  local  colleges  and  universities. 

As  Ragan  alluded,  defense  contractors  face  the  same  need  for 
professional  contract  managers  as  does  the  government.  Efficient 
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and  effective  contract  administration  reduces  cost  and  therefore 
contributes  directly  to  the  corporate  profit  position.  Top 
executives  expect  more  than  money  management  from  contract 
adml n 1 strators  in  today's  environment.  They  expect  purchasing 
and  management  professionals.  To  this  end,  one  group  of 
executives  in  a  Special  Chief  Executive  Report  concluded  that 
industry  emphasis  should  be  directed  at  more  professional 
development  through  training  programs.  This  emphasis  even 
included  attendance  of  government  courses  when  possible.  Another 
group,  including  Robert  Howard,  vice  president-materials 
management,  for  GTE  Corp  echoed  that  professional  development 
through  training  sentiment. 

The  Professional.  In  "The  Public  Purchasing  Profession," 

S.D.  Zemansky  arid  Stephan  B.  Gordon  suggest  "professional 
designations"  are  recognized  as  the  hallmark  of  outstanding 

performance  indicating  the  highest  quality  of  work  the  best 
people  in  the  field  can  deliver.  Because  many  groups  claim 
professional  status,  they  continue,  the  definition  of  profession 
has  been  watered  down.  "Consequently,  few,  If  any  of  these 
groups  would  satisfy  the  rigorous  criteria  that  set  the  true 
professional  apart  from  the  Individual  practitioner  of 
occupational  specialty".  For  public  purchasing  Zemansky  and 
Gordon  concluded  that  true  professional  status  is  structurally 
available,  but  still  not  fully  a  reality. 

Although  an  individual  may  not  be  part  of  a  "profession,"  he 
or  she  may  still  be  a  professional.  "Of  primary  and  therefore 
greater  importance  are  the  characteristics  of  individuals  who 
want  to  apply  their  skills  in  a  truly  professional  manner". 
Zemansky  and  Gordon  identify  a  professional  purchasing  officer  by 
the  following  traits: 

1.  He  is  knowledgeable  and  competent  in  the  areas  of  public 
purchasing,  public  administration,  business  management,  and 
product/service  responsibility. 

2.  He  is  dedicated  to  the  public  service  and  the  best 
interests  of  the  whole. 

3.  He  is  guided  by  a  desire  for  excellence. 

4.  He  is  governed  by  the  highest  ideals  of  honor,  integrity, 
and  objectivity. 

5.  He  is  completely  honest, 

6.  He  is  recognized  as  a  professional  by  his  peers. 

7.  He  accepts  responsibility  for  failure  and  is  modest  when 
successful . 

8.  He  is  a  team  player. 
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9.  He  is  active  in  at  least  one  professional  organization 
of  public  purchasers. 

10.  He  is  friendly,  courteros  and  tactful  at  all  times. 

Government  and  industry  contracting  officers  yearn  for 
professionalism.  The  avenue  to  professional  designation  noted  in 
the  literature  stresses  various  forms  of  CO  qualification 
criteria  and  selection  procedures: 

1.  Bachelor's  degree. 

2.  Master's  degree. 

3.  Training  and  education  in  various  business  skills. 

4.  Professional  certification. 

5.  Decision  making  skills. 

6.  Written  or  oral  examinations. 

The  C0s‘  suggestions  seem  to  emphasize  minimum  selection  and 
appointment  procedures  which  would  convince  "outsiders"  of 
government  CO  professionalism. 

Contracting  officers'  aspirations  parallel  government  and 
media  demands  for  qualifications  improvement.  COs  are  and  should 
be  professionals  "dedicated  to  the  public  service  and  the  best 
Interest  of  the  whole". 
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PREFACE 


This  pamphlet  has  been  prepared  as  an  updated  and  revised  unofficial 
listing  of  primary  ACO  functions  and  responsibilities.  It  is  generally 
limited  to  areas  in  which  the  ACO  must  take  action  under  appropriate 
circumstances.  The  listing  is  intended  to  serve  as  a  quick  reference/ 
review  tool  for  AGOs  and  other  Contract  Ackninistration  personnel.  Users 
of  the  listing  should  consult  the  Defense  Logistics  Agency  Manual  (DLAM) 
8105.1 ,  the  Federal  Acquisition  Regulation  (FAR) ,  the  DoD  FAR  Supplement 
(DEARS) ,  and  other  regulatory  media  for  official,  detailed  coverage  with 
respect  to  contract  administration  functions. 


ROBERT  D.  HACKETT,  JR. 
Colonel,  US AF 
Deputy  Executive  Director 
Contract  Management 


DISTRIBUTION: 

62  (same  as  DLAM  8105.1  plus 
additional  300  ea  DCASR) 


This  pamphlet  is  a  complete  revision  of  the  May  1978  edition  which  is 
hereby  superseded. 
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GLOSSARY 


AGO 

ADP 

ADPE 

ASI 

B&P 

BOA 

BPA 

CA 

CAO 

CAR 

CMA 

CASB 

D&F 

DCAA 

DCAS 

DCASR 

DISAO 

DISCO 

DoD 

DTIC 

HQ  DLA 

ILRO 

IPE 

IR6D 

IS 

J&A 

OFOCP 


Administrative  Contracting  Officer 

Automatic  Data  Processing 

Automatic  Data  Processing  Equipment 

Amended  Shipping  Instructions 

Bid  and  Proposal 

Basic  Ordering  Agreement 

Blanket  Purchase  Agreement 

Contract  Administration 

Contract  Administration  Office 

Contract  Administration  Report 

Contract  Management  Alert 

Cost  Accounting  Standards  Board 

Determination  and  Findings 

Defense  Contract  Audit  Agency 

Defense  Contract  Administration  Services 

Defense  Contract  Administration  Services  Region 

Designated  Independent  Senior  Acquisition  Official 

Defense  Industrial  Security  Clearance  Office 

Department  of  Defense 

Defense  Technical  Information  Center 

Headquarters  Defense  Logistics  Agency 

Industrial  Labor  Relations  Officer 

Industrial  Plant  Equipment 

Independent  Research  and  Development 

Industrial  Specialist 

Justification  and  Approval 

Office  of  Federal  Contract  Compliance  Programs 
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PA 

PAOC 

POO 

PLOO 

QAR 

SADBU 

ICO 


Property  Ackninistrator 

Postaward  Orientation  Conference 

Procuring  Contracting  Officer 

Plant  Clearance  Officer 

Quality  Assurance  Representative 

Small  and  Disadvantaged  Business  Utilization 

Termination  Contracting  Officer 
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Advance  Payments 
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ACCELERATION  OF  DELIVERY 

Forward  acceleration  requests  to  Production  for  processing  with  the 
contractor  when  such  requests  are  processed  through  the  CAO.  Review  and 
evaluate  the  contractor's  proposal  and  furnish  recommendations  to  the 
POO.  Negotiate,  or  negotiate  and  execute  supplemental  agreements,  when 
delegated. 

FAR  42.302(b) (3) 

DLAM  8105.1  12.1 


ACCESS  TO  SCIENTIFIC  TECHNICAL  INFORMATION 

Reply  to  inquiries  for  specific  information  received  by  the  CAO. 
Certify  DD  Form  1540,  Registration  for  Scientific  and  Technical 
Information  Services,  if  specifically  delegated  responsibility  by  the 
POO.  Forward  a  copy  of  the  delegation  to  OTIC,  ATTN:  DDRA. 

FAR  35.010 
DFARS  35.010 
DLAM  8105.1  35.310 


ACCOUNTING  SYSTEMS  REVIEW 

Request  DCAA  through  Financial  Services  element  to  review  contractor 
accounting  systems.  Request  contractor  to  make  necessary  accounting 
system  changes.  Make  final  determination  as  to  adequacy  of  accounting 
system.  ACOs  shall  not  make  formal  written  approval  of  contractor 
accounting  systems.  Advise  POOs  of  status  of  accounting  systems. 

FAR  16.104(h),  32.503-3 
DFARS  15.805-1 (a) (72) 

DLAM  8105.1  16.104,  32.592,  90.01 


AUTOMATIC  DATA  PROCESSING  EQUIPMENT  (ADPE) 

Advise  contractor  in  writing  that  heTs  subject  to  the  provisions  of 
DFARS  70.6  and  FAR  31.205-2.  Review  ADPE  acquisition  requests  requiring 
senior  ADPE  Policy  Official  approval  for  completeness  and  provide 
recommendations,  as  appropriate,  to  the  PCO.  Conduct  initial  and  annual 
review/approval  when  the  total  cost  of  leasing  ADPE  in  a  single  plant, 
division,  or  cost  center  exceeds  $500,000  annually  and  50  percent  or  more 
of  the  total  cost  is  allocated  to  Government  contracts  requiring  the 
negotiation  or  determination  of  costs.  Review/approve  proposed  lease  of  a 
new  ADPE  system  or  any  proposed  major  change  to  an  existing  system. 
Establish  suspense  for  receipt  of  contractor's  documentation  for  initial 
and  annual  reviews.  Upon  receipt  of  documentation,  request  ADP  technical 
assistance  in  accordance  with  DLAM  8105.1,  paragraph  42.13-5d.  Upon 
completion  of  initial  and  annual  review  of  leased  ADPE,  consider  executing 
an  advance  agreement  with  the  contractor  as  evidence  of  the  reasonableness 
of  the  requirement  and  related  costs.  When  appropriate,  require  a  check 
of  the  utilization  of  ADPE  to  determine  capacity  versus  requirement. 

Assure  that  any  excess  ADPE,  which  was  leased  by  the  contractor  under 
terms  which  provide  the  Government  an  option  to  purchase  or  provide  other 
residual  interests,  is  reported  by  the  contractor  to  the  Plant  Clearance 
Officer  (PLCO) . 

FAR  31.205-2 
DFARS  70.6 
DLAM  8105.1  42.13 
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ADVANCE  AGREEMENTS  (IR&D  AND  B&P) 

Negotiate  advance  agreements  on  particular  cost  items  when  assigned 
responsibility  to  do  so.  Prepare  negotiation  memorandun  setting  forth 
principal  elements  of  the  ceilings  negotiated.  Forward  a  copy  of  the 
negotiation  memorandum  to  HQ  DLA,  ATTN:  DLA-AFO.  Submit  advance 
agreement  to  Board  of  Review  prior  to  def initization. 

FAR  31.109,  31.205-18,  42.302(a)(6) 

DFARS  31.205-18 

DLAM  8105.1  31.109,  90.16 

ADVANCE  PAYMENTS 

Ensure  that  application  for  advance  payments  includes  supporting 
elements  outlined  in  FAR  32.408.  Forward  advance  copy  to  PCX).  Obtain 
analysis  from  DCAA  and  functional  elements  as  necessary.  Evaluate 
findings  and  forward  with  recommendations  to  PCO.  Countersign  check 
withdrawals  from  Special  Bank  Account.  Maintain  close  surveillance  of 
contractor  performance  and  financial  condition. 

FAR  32.4,  42.302(a) (14) ,  52.232-12 
DFARS  32.4 
DLAM  8105.1  32.4 


ALLOWABILITY  OF  COSTS,  PUBLIC  VOUCHERS 

Review  paid  vouchers  to  ensure  adequacy  of  contractor  management, 
cost  control,  performance,  ana  carpi iance  with  Limitation  of  Cost  or  Funds 
clauses.  Review  total  costs  upon  completion  of  cost-reimbursement 
contracts  and  identify  any  excess  funds  that  are  available  for 
deobligation.  Review  and  approve  final  vouchers.  Certify  contractor 
progress  for  payment  of  fee.  Determine  allowability  of  costs  suspended 
or  disapproved  on  DCAA  Form  1,  Notice  of  Contract  Costs  Suspended  and/or 
Disapproved,  when  contractor  appeals  in  writing.  Direct  DCAA  to  issue 
Form  1  on  costs  that  should  be  suspended  or  disapproved. 

FAR  31,  42.302(a)(7),  42.803,  52.232-20  thru  -22 

DFARS  31 

DLAM  8105.1  31.2 


AMENDED  SHIPPING  INSTRUCTIONS  (ASIs) 

Issue  amended  shipping  instructions  when  authorized  by  the  purchasing 
office.  When  necessary,  negotiate  and  execute  supplemental  agreements 
incorporating  contractor  proposals  resulting  from  the  amended  shipping 
instructions.  If  not  delegated  authority,  forward  contractor  proposals  to 
PCO  for  contract  modifications.  Assure  that  shipments  are  not  delayed 
pending  completion  and  formalization  of  negotiations  of  revised  shipping 
instructions.  When  the  ACO  considers  it  advantageous,  a  nunber  of  ASIs 
may  be  definitized  in  a  single  supplemental  agreement. 

FAR  13.503,  42.302(a) (61) ,  42.302(b)(5),  47.3 
DFARS  13.503,  47.3 
DLAM  8105.1  47.3 


ANTICIPATED  OR  ACTUAL  [ATE  DELIVERY  OR  PERFORMANCE 

Take  prompt  action  when  delay  in  delivery  or  performance  is 
anticipated.  Notify  PCO  by  letter,  DD  Form  375,  Production  Progress 
Report,  or  DLA  Form  1654,  (Test),  Delay  in  Delivery  or  other  media, 
with  definitive  reconmendations  developed  through  coordination  with  the 
cognizant  Industrial  Specialist.  Issue  Cure  Notice  or  Show  Cause  Letter 
if  directed  by  PCD.  Forward  contractor's  reply  or  "failure  to  cure 
condition"  information  to  PCO  with  appropriate  recommendations.  If 
delegated  by  the  PCO,  negotiate  consideration  for  revised  delivery 
schedule  and  execute  supplemental  agreement. 

FAR  42.302(a) (31) ,  42.302(b)(3),  42.11,  49.402-3,  52.242-2 

DFARS  42.11 

DLAM  8105.1  42.11,  49.4 


ASSIGNMENT  OF  CLAIMS 

Receive  and  acknowledge  receipt  of  notice  and  instrument  of  assignment 
by  signing  and  dating  all  copies  of  the  notice  of  assignment.  Forward 
true  copy  of  instrument  and  original  of  notice  to  contract  file. 
Expeditiously  forward  two  copies  of  the  notice  of  assignment  to  the  Office 
of  Comptroller.  Return  one  copy  of  notice  to  assignee.  Advise  PCO 
that  assignment  has  been  made.  Annotate  CAR. 

FAR  32.8,  52.232-23 
DFARS  32.8 
DLAM  8105.1  32.8 


AUDIT  FOLLOWUP 

Document  agreement  or  disagreement  with  contract  audit  reports 
received.  Conduct  discussion  as  required  with  the  auditor.  Refer 
unresolved  differences  to  the  Designated  Independent  Senior  Acquisition 
Official  or  Board  (DISAO) .  Pursue  timely  resolutions  and  disposition  of 
contract  audit  reports.  Consider  DISAO' s  reconmendation  when  making 
independent  decisions  as  to  action  deemed  appropriate.  Obtain 
supervisor's  review  when  required. 

DLAM  8105.1  90.01 


BAILMENTS 

Assure  contractor  compliance  with  Bailment  Agreement.  Review  and 
process  bailment  applications  and  recommend  action  to  POO.  Primary 
responsibility  relates  to  assuring  the  contractor's  receipt,  maintenance, 
authorized  utilization,  and  return  of  the  bailed  property. 

FAR  45.310 
DLAM  8105.1  45.310 


BANKRUPTCY 

Coordinate  all  actions  taken  by  DCAS.  Notify  POOs,  paying  activities, 
counsel,  security  office,  and  others  of  anticipated  or  actual  bankruptcy. 
Monitor  disposition  of  Government  property.  Consult  with  and  provide 
information  to  counsel  who  will  represent  DCAS  on  legal  requirements.  Act 
as  official  contact  with  Referee  or  Trustee  in  Bankruptcy. 

FAR  32.606,  32.613 
DFARS  32.671,  42.302 (a) (16) 

DLAM  8105.1  32.671 
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BASIC  EMERGENCY  PLAN  (BEP) 

Ensure  that  high  priority  functions  continue  to  be  performed  manually 
in  the  event  of  ADPE  failure. 

DLAM  8105.1  90.17 


BASIC  ORDERING.  AGREEMENTS  (BOAs) 

Administer  orders  under  BOAs  as  separate  contracts.  When  authorized, 
issue,  negotiate,  and  definitize  unpriced  orders.  Establish  control 
register  (DLA  Form  1516,  Unpriced  Order  Control  Register)  for  unpriced 
orders.  Issue  priced  orders.  Obtain  D&F,  J&A,  and  appropriate  synopsis 
documents  from  POO  before  issuing  orders.  Coordinate  funds  with  Office  of 
Comptroller.  Synopsize  orders  after  placement  in  accordance  with 
FAR/DFARS  5.3. 

FAR  5.3,  16.703,  42.302(b)(2) 

DFARS  5.3,  16.703 

DLAM  8105.1  5.303,  16.703,  90.16-6f(3) 


BOARDS  OF  REVIEW 

Compile  data  and  present  memorandum  of  proposed  action  to  Board  of 
Review.  Determine,  on  case-by-case  basis,  whether  review  by  DCASR  counsel 
is  warranted.  Provide  Board  with  recommended  actions  and  reasons. 

Document  file  when  final  actions  taken  are  not  in  conformity  with  Board's 
recommendations  (Board's  recommendations  are  advisory  only). 

DLAM  8105.1  90.16 


CERTIFICATE  OF  CURRENT  COST  OR  PRICING  DATA 

Obtain  certified  cost  or  pricing  data  as  soon  as  practicable  after 
final  negotiations  conducted  by  the  AGO  regardless  of  who  has  definitiza- 
tion  authority.  Assure  defective  pricing  cases  are  processed  through 
Financial  Services/PCO/DCAA/DCASR  Counsel,  as  appropriate. 

FAR  15.804 
DFARS  15.804 
DLAM  8105.1  15.805 


CHANGE  ORDERS 

Issue  change  orders  when  delegated  authority  by  the  PCO.  Obtain 
technical  review  of  change  proposals  submitted  by  contractor.  Analyze 
contractor's  claims  for  adjustment  resulting  from  change  orders.  When 
authorized  to  definitize  change  orders,  ensure  that  sufficient  funds  are 
available  prior  to  final  price  negotiations.  Establish  register  (DLA  Form 
1515,  Change  Order  Control  Register)  to  monitor  undefinitized  change 
orders.  Obtain  contractor's  written  acceptance  of  no  cost  change  orders. 
If  required,  obtain  clearance  from  the  Office  of  Federal  Contract 
Compliance  Programs  (OFCCP) . 

FAR  42.302(b)(1),  43,  43.2,  52.243-1  thru  -6 

DFARS  43,  43.2 

DLAM  8105.1  43;  43.2 
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CHANGES  (CONSTRUCTIVE) 

Receive  and  promptly  forward  to  the  PCO  the  contractor's  notice  of 
Gover linen t  conduct  considered  to  constitute  a  change  to  the  contract  terms 
and  conditions.  Furnish  supporting  facts  and  information  to  the  POO  if 
requested.  When  specifically  authorized  by  the  PCO  to  make  an  equitable 
adjustment,  modify  the  contract  accordingly. 

FAR  43.104,  52.243-7 
DFARS  43.104 


CONGRESSIONAL  NOTIFICATION,  CONTRACTUAL  ACTIONS  OF  $3,000,000  OR  MORE 

Provide  required  information  to  purchasing  activity  five  working  days 
prior  to  execution  of  a  contractual  action  in  excess  of  $3,000,000. 

Assure  receipt  of  clearances  (indicating  Congressional  notification  has 
been  made)  from  PCO  prior  to  awarding  the  particular  action. 

FAR  5.303 
DFARS  5.303 
DLAM  8105.1  5.303 


CONSENT  TO  SUBCONTRACTS 

Consent  to  the  placement  of  subcontracts  as  provided  for  in  the  prime 
contract  and  FAR  52.244.2.  Obtain,  when  necessary,  reconroendations  from 
Financial  Services,  Production,  DCAA,  and  other  functional  elements,  in 
review  of  proposed  subcontracts.  Consider  contractor  compliance  with 
various  special  requirements,  e.g.,  advance  notifications,  Small  Business/ 
Small  Disadvantaged  Business  and  Labor  Surplus  Area  subcontracting 
programs.  Certificate  of  Current  Cost  or  Pricing  Data,  and  Contractor 
Employment  Compliance  Certificate  of  Clearance,  if  required.  Ensure 
flowdown  of  applicable  clauses.  Screen  Consolidated  List  of  Debarred, 
Suspended,  and  Ineligible  Contractors.  Advise  contractor  in  writing  of 
consent  or  refusal.  If  consent  is  withheld,  notify  PCO  if  contract 
performance  will  be  affected. 

FAR  42.302(a) (51),  44.2,  52.244-2 
DLAM  8105.1  44.2 


CONTRACT  CLOSEOUT 

Ensure  comprehensive  review  of  contract  prior  to  physical  completion 
and  initiate  closeout  process.  Prepare  and  distribute  appropriate  forms, 
as  required,  e.g.,  DD  Form  1597,  Contract  Closeout  Checklist,  and  DD  Form 
1593,  Contract  Administration  Completion  Record.  Assure  receipt  and 
final  acceptance  of  contractually  required  reports  prior  to  contract 
closeout. 

FAR  4.804 
DFARS  4.804-1 
DLAM  8105.1  4.804 


CONTRACT  DEBTS 

Take  prompt  action  to  collect  those  contract  debts  which  are  not  the 
responsibility  of  the  Office  of  Comptroller  or  the  purchasing  activity  to 
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collect.  Be  familiar  with  procedures  in  DLAM  7000.1,  Chapter  12,  and  FAR 
and  DFARS  32.6.  Coordinate  with  the  Office  of  Comptroller  to  determine 
current  interest  rate  when  issuing  a  demand  letter.  Report  uncollectable 
debts  to  the  Office  of  Comptroller. 

FAR  32.6 
DFARS  32.6 
DLAM. 8105.1  32.6 


CONTRACT  FILES 

Ensure  that  contractual  documents  and  correspondence  are  furnished  to 
the  Contract  Operations  File  element  (COF)  for  inclusion  in  official 
contract  files.  Review  each  contract  or  modification  distributed  by  COF 
and  forward  to  official  contract  file. 

FAR  4.8 

DFARS  4.8,  Supplement  No.  2  (ASPR) 

DLAM  8105.1  4.8 


CONTRACT  FUNDS  STATUS  REPORT  (CFSR) 

Establish  controls  to  ensure  receipt  of  the  CFSR  within  25  days 
following  report  cutoff  date.  Forward  an  advance  copy  to  PCO  without 
conment.  Review  current  CFSR  and  compare  it  to  prior  submissions.  Submit 
reports  selected  for  detailed  review  to  the  Financial  Services  element  for 
analysis.  Complete  applicable  portions  of  DLA  Form  1069,  Funds  Analysis 
Control . 

DLAM  8105.1  32.7,  90.06 
CONTRACT  MANAGEMENT  ALERT  PROGRAM 

Maintain  close  surveillance  of  contracts  to  which  Contract  Management 
Alerts  are  required.  Assure  that  problems  or  potential  problems  are 
inmediately  identified  to  the  DCASR  Production  Division. 

DLAM  8300.1 

DLAR  8300.4 


CONTRACT  MODIFICATION 

Issue  modifications,  and  negotiate  and  execute  supplemental  agreements 
when  authorized  by  the  PCO.  Maintain  control  register  when  modifications 
as  defined  in  FAR  43.101  are  to  be  definitized  by  the  ACO.  Submit 
modifications  to  Board  of  Review  when  required.  Follow  Congressional 
notification  procedures  for  all  modifications  of  $3,000,000  or  more. 

Obtain  OFOCP  clearance  if  required.  Ensure  correct  distribution  of  copies 
of  contract  modifications. 

FAR  42.302,  43 

DFARS  42.302,  43 

DLAM  8105.1  43,  43.101,  43.2 


CONTRACTOR  APPLICATIONS  FOR  RELIEF  UNDER  PUBLIC  LAW  85-804 

Forward  claims  for  relief  to  the  PCO.  Furnish  supporting  facts  and 
information  to  the  office  investigating  the  claim  when  requested. 

FAR  50 
DFARS  50 
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CONTRACTOR  CERTIFICATION  OF  REQUESTS  FOR  ADJUSTMENT  OR  RELIEF  EXCEEDING 

$100,000  ' 

Assure  that  any  contract  claim,  request  for  equitable  adjustment  to 
contract  terms,  request  for  relief  under  P.L.  85-804  or  similar  request 
is  accompanied  at  time  of  submission  by  a  properly  executed  certificate  as 
defined  in  DFARS  52.233-7000.  If  certificate  is  not  submitted,  advise 
contractor  claim  will  not  be  processed  further  until  it  is  received. 

FAR  33.205 

DFARS  33.70,  52.233-7000 

DLAM  8105.1  33.70 


CONTRACTOR  COST  DATA  REPORTING  (OCDR) 

Establish  controls  to  ensure  timely  receipt  of  reports  and  conformance 
of  submissions  to  the  requirements  of  the  contract.  Forward  a  copy  of  all 
OCDR  submissions  to  DCAA  within  three  days  after  receipt  from  the 
contractor.  Forward  copies  of  all  audit  reports  covering  CGDR  submis¬ 
sions,  with  appropriate  comments,  to  the  recipient  specified  in  the 
contract  or  the  PCO  within  10  days  after  receipt  of  the  audit  report. 
Obtain  assistance  from  other  functional  elements  as  necessary.  (See 
DODI  7000.11). 

FAR  42.302(a) (58) 

DLAM  8105.1  90.07 


CONTRACTOR  EMPLOYEE  COMPENSATION  SYSTEM  REVIEW  (CECSR) 

Notify  contractor  of  proposed  date  and  purpose  of CECSR.  Determine 
acceptability  of  compensation  costs  utilizing  recomnendations  of  the 
Compensation  System  Analyst.  Advise  contractor  of  the  results  of  the 
CECSR  and  necessity  of  taking  corrective  action,  when  appropriate.  Advise 
contractor  that  significant  changes  to  the  compensation  structure  made 
after  the  initial  review  and  acceptance  should  be  reviewed  and  accepted  by 
the  ACO  prior  to  incorporation.  Prepare  justification  for  waiving  a 
biennial  CECSR  on  a  year-to-year  basis  and  provide  to  the  Chief,  Financial 
Services  Division. 

FAR  31.205-6,  42.302(a)(1) 

DLAM  8105.1  31.205 


CONTRACTOR  ESTIMATING  METHODS  REVIEW  (CEMR) 

Assure  that  contractors  use  effective  estimating  policies,  procedures, 
and  methods  in  developing  and  submitting  proposals  for  which  the  AGO  has 
final  negotiating  responsibility.  Arrange,  through  the  Financial  Services 
element  and  in  coordination  with  the  DCAA  CEMR  Auditor,  for  participation 
in  the  team  review  by  DCASR  representatives.  The  CEMR  Auditor,  as  team 
leader,  is  responsible  for  survey  planning,  direction  of  work,  preparation 
and  distribution  of  survey  reports.  Suggest  areas  of  special  interest  to 
be  included  in  the  CEMR.  Coordinate  on  draft  report. 

FAR  15.811,  42.302(a) (4) 

DFARS  15.811 
DLAM  8105.1  15.811 
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T 


CONTRACTOR  IMPROVEMENT  PROGRAM  (CIP) 

Assure  as  team  leader  of  individual  functional  experts  that  a 
concerted  effort  is  made  to  correct  Government  or  contractor  shortcomings 
which  may  result  in  unacceptable  contractor  performance.  Assist  the  POO 
in  actions  designed  to  bring  the  contractor  up  to  an  acceptable  level  of 
performance.  -Initiate  debarment  reports  on  those  contractors  who  refuse 
to  take  necessary  corrective  action  to  resolve  poor  performance.  As  the 
team  leader,  conduct  an  initial  meeting  of  the  team  to  define  the  problem, 
determine  a  time-phased  plan  of  action,  and  establish  a  means  of  measuring 
and  reporting  progress  to  higher  management.  Notify  contractors  that  they 
have  been  placed  in  the  program,  and  buying  activities  of  contractors 
placed  in  the  program  and  reconmened  for  preaward  survey. 

DLAM  8105.1  90.14 


CONTRACTOR  INSURANCE/PENS  ION  REVIEW  (CIPR) 

Identify  contractors  eligible  for  CIPRs.  Determine  contractor 
compliance  with  contractual  insurance  requirements.  Request  CIPR  from  the 
Insurance/Pension  Specialist  (I/PS )  at  the  appropriate  DCASR,  or  the 
Chief,  Financial  Services  element  for  those  DCASRs  that  do  not  have  an 
I/PS.  Notify  contractor  that  a  CIPR  is  to  be  conducted  and  request 
pertinent  information.  Provide  copies  of  audit  reports  which  contain 
pertinent  insurance/pension  information  to  the  I/PS  or  Chief,  Financial 
Services  element. 

FAR  28.3,  42.302(a) (2) 

DFARS  28.3 
DLAM  8105.1  28.3 


CONTRACTOR  PURCHASING  SYSTEM  REVIEW  (CPSR) 

Notify  contractor  of  proposed  review.  Participate  in  initial  meeting 
and  exit  conference.  Participate  in  the  CPSR  Board  Meeting  as  a  nonvoting 
member.  Transmit  CPSR  recommendations  and  report  to  contractor.  Grant, 
continue,  withhold  or  withdraw  approval  of  the  contractor’s  procurement 
system.  Develop,  in  conjunction  with  Purchasing  System  Analyst  (PSA) ,  a 
plan  of  surveillance  for  contractors  in  the  CPSR  program.  After  initial 
system  approval,  make  annual  evaluation  of  need  to  perform  subsequent 
reviews. 

FAR  44.3,  42.302  (a) (50) 

DFARS  44.3,  Supplement  No.  1  (DAR) 

DLAM  8105.1  44.3 


COORDINATION  OF  CONTRACT  ADMINISTRATION 

Serve  as  primary  coordinator  of  CA  team  of  functional  experts. 

Utilize  technical  input  provided  by  the  team  members  in  making 
professional  judgements/decisions.  Assure  that  the  contractor  understands 
that  the  AGO  is  the  only  CAO  team  member  who  can  speak  on  behalf  of  the 
Government  with  respect  to  contract  terms  and  conditions.  Fully  document 
rationale  for  any  decisions  made  which  may  be  at  variance  with 
recommendations  from  supporting  elements. 

DLAM  8105.1  90.14 
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CORPORATE  ACO  (CACO) 

Perform  selected  contract  administration  functions  on  a  corporate-wide 
basis.  Duties  and  responsibilities  of  CAGOs  are  set  forth  in  DLAM  8105.1, 
Part  42.6.  Where  a  CACO  program  has  been  established,  ACOs  cognizant  of  a 
contractor's  subsidiary  location  may  be  designated  in  writing  as  Divi¬ 
sional  ACOs  (DACOs) .  CACO/DACO  agreement  will  be  executed  to  identify  and 
specify  functional  responsibilities.  Maintain  constant  coordination  with 
DACOs. 

FAR  42.6 
DFARS  42.6 
DLAM  8105.1  42.6 


CORRECTIVE  ACTION  FOR  CONTRACTOR 1 3  QUALITY/INSPBCTION  PROBLEMS 

Coordinate  with  QAR" regarding  course  of  action  to  resolve ser ious 
quality  problems.  Coordinate  with  Industrial  Specialist  (IS)  if  delivery 
schedule  may  be  affected.  Arrange  conference  with  contractor  and 
appropriate  functional  elements.  Confirm  agreements  in  writing  to  the 
contractor.  If  contractor  fails  to  respond,  forward  facts  with 
recommendation  to  POO.  Maintain  followup  with  POO  to  assure  timely 
resolution  of  problem. 

FAR  46,  42.302(a) (38) 

DFARS  46 

DLAM  8105.1  46.104 


COST  ACCOUNTING  STANDARDS  (CAS) 

Determine  adequacy  of  contractor’s  Disclosure  Statements.  Determine 
compliance  of  the  Disclosure  Statement  with  FAR  and  CASB  rules,  regula¬ 
tions  and  standards  and  with  disclosed  or  established  practices.  Review 
and  approve  contractor  accounting  change  proposals  and  any  Disclosure 
Statement  revisions  related  thereto.  Determine  contractor  compliance  with 
Cost  Accounting  Standards  and  Disclosure  Statements,  if  applicable,  and 
negotiate  impact  of  changes  or  noncompliances  as  related  to  CAS -covered 
prime  and  subcontracts.  Execute  supplemental  agreements  related  to  prime 
contracts.  When  the  total  negotiation  results  in  a  gross  adjustment  of 
$100,000  or  more,  submit  to  Region  Board  of  Review. 

FAR  30,  43.302(a) (11),  52.230-3  thru  -5 
DFARS  30,  DAR  Appendix  0 
DLAM  8105.1  30,  90.16-6 


COST  PERFORMANCE  REPORT  (CPR) 

Assist,  as  required,  in  onsite  review  of  contractor's  proposed 
accounting  and  management  control  systems.  Ensure  timely  receipt  of  CPR. 
Arrange  for  evaluation  and  provide  comments  on  CPRs  unless  PCO 
specifically  indicates  that  a  review  is  not  desired. 

DLAM  8105. 1'90. 8 
DLAM  8400.2 

DLAH  8315.1  and  8315.2 
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COST/SCHEDULE  CONTROL  SYSTEMS  CRITERIA  (C/SCSC) 

Schedule  and  conduct  postSward  conference.  Maintain  liaison  with  DCAA 
and  DCAS  Demonstration  Team  members  to  monitor  contractor's  progress 
toward  implementation.  Participate  in  preparing  surveillance  agreement 
with  procuring  activity.  Assure  implementation  of  a  detailed  surveillance 
program.  Evaluate  changes  in  the  contractor's  management  system.  Assure 
that  recurring  evaluations  are  performed.  Advise  DCAA  of  reports 
requiring  audi€  verification.  Distribute  all  C/SCSC  reports.  Issue 
supporting  delegations  where  C/SCSC  is  extended  to  subcontracts.  Prepare, 
execute  and  distribute  Memorandum  of  Understanding  vrtien  it  is  anticipated 
that  contractor  will  have  multiple  contracts  subject  to  C/SCSC.  (See 
DODI  7000.2,  Performance  Measurement  for  Selected  Acquisition). 

DEARS  34.005,  42.302(a) (41) ,  52.234-7000,  and  -7001 
DLAM  8105.1  42.302 


COST/SCHEDULE  STATUS  REPORT  (C/SSR) 

Provide  assistance,  as  required,  in  onsite  review  of  contractor's 
proposed  accounting  and  management  control  systems.  Ensure  receipt  of 
C/SSR  within  25  days  following  reporting  cutoff  date.  Arrange  for 
evaluation  and  provide  conments  on  C/SSRs  unless  PCO  specifically 
indicates  that  a  review  is  not  desired. 

DLAM  8105.1  90.08 
DLAM  8400.2 
DLAH  8315.3 


DEBARRED,  INELIGIBLE  OR  SUSPENDED  CONTRACTORS 

Screen  the  Consolidated  List  of  Debarred,  Suspended,  and  Ineligible 
Contractors  prior  to  consenting  to  placement  of  subcontracts  or  novation 
or  change  of  name  agreements.  Decline  to  consent  to  the  subcontract  if 
the  subcontractor  is  on  the  list  and  advise  the  prime,  in  writing, 
accordingly.  Decline  to  execute  a  novation  or  change  of  name  agreement 
prior  to  notifying  and  obtaining  advice  from  DCASR  Counsel.  Screen  the 
Consolidated  List  when  reviewing  proposed  changes  to  the  contractor's 
make-or-buy  schedule.  If  a  proposed  supplier  is  on  the  List,  determine 
whether  or  not  the  preposed  change  would  be  in  the  Government's  best 
interest  and  approve  or  deny  the  change  accordingly,  or  submit 
recommendations  to  the  PCO,  depending  on  authority  delegated.  Upon 
receipt  of  notice  of  ineligibility,  ensure  that  all  PCOs  with  contracts 
with  an  ineligible  contractor  are  promptly  notified  of  the  contractor's 
ineligibility  for  future  contracts  and  requested  to  provide  specific 
instructions  regarding  administration  of  existing  contracts.  Assure  DCASR 
Counsel  is  made  aware  of  any  cause  or  condition  which  may  affect  a 
contractor's  or  subcontractor's  present  responsibility  within  the  meaning 
of  FAR  9.1. 

FAR  9.1,  ,9.4 

DFARS  9.4 

DLAM  8105.1  9.4,  15.7,  42.12,  44.2 
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DEOBLIGATION  OF  EXCESS  FUNDS 

Notify  PCO  when  it  is  determined  that  excess  funds  are  available. 
When  authorized,  negotiate  or  negotiate  and  execute  supplemental  agree- 
1  ment  deobligating  excess  funds. 

FAR  42.302(b) (4) 

COM  8105.1  32.7,  43.103 


DEVIATIONS  FROM  FAR ,  DFARS,  POD  DIRECTIVE  OR  DLAM8 105.1 

Request  deviations  when  they  are  in  the  best  interest  of  the 
Government.  All  requests  for  deviation  from  FAR,  DEARS,  or  DoD  Directive 
will  be  submitted,  with  full  justification,  through  command  channels  to  HQ 
DLA,  ATTN:  DLA-AC.  Submit  one-time  deviation  from  DLAM  8105.1  to  the 
DCASR,  Director  of  Contract  Management  for  approval.  Requests  for 
deviations  from  DLAM  8105.1  which  affect  more  than  one  contract  or 
transaction  will  be  submitted  in  duplicate  to  HQ  DLA,  ATTN:  DLA-AC. 

FAR  1.4,  42.302(a) (47) 

DFARS  1.4 
DLAM  8105.1  1.4 


DIMINISHING  MANUFACTURING  SOURCES  AND  MATERIAL  SHORTAGES  (DMSMS) 

PROGRAM 

Advise  all  affected  PCOs  of  any  information  provided  by  the  IS  or  QAR 
with  respect  to  the  DMSMS  program.  Forward  reports  prepared  by  the  IS  to 
the  POO. 

DLAM  8105.1  90.19 


DISPUTES  AND  APPEALS 

Prepare  written final  decision  pursuant  to  the  Disputes  clause  and  the 
Contract  Disputes  Act  of  1978  (CDA)  on  matters  in  which  the  CAO  has  the 
authority  to  take  definitive  action.  Deliver  to  contractor  by  certified 
mail,  return  receipt  requested  or  any  other  method  that  provides  evidence 
of  receipt.  Assure  claims  over  $50,000  include  the  contractor  certifica¬ 
tion  required  by  the  CDA.  Immediately  upon  receiving  notice  of  an  appeal, 
forward  it  to  DCASR  Counsel.  Coordinate  all  actions  with  DCASR  Counsel. 
FAR  33,  42.302(a) (10),  52.233-1 
DFARS  33 
DLAM  8105.1  33 


DUTY  AND  CUSTOMS 

Assure  contractor  compliance  with  Duty-Free  Entry  clauses, 
particularly  the  requirement  for  advance  notification  of  foreign 
purchases.  Promptly  forward  such  notifications  to  DCASR  New  York. 

Assure  prime  contractors  include  substance  of  appropriate  Duty-Free  Entry 
clause (s)  in  subcontracts.  Promptly  respond  to  any  inquiries  generated  by 
DCASR  New  York’s  automated  system.  When  requested,  verify  status  of 
imported  supplies  already  received.  Upon  receipt  of  import  documents  from 
DCASR  New  York,  review  them  to  assure  imported  supplies  are  in  accordance 
with  the  contract. 

FAR  25.6,  42.302(a) (19),  52.225-10 

DFARS  25.6,  42.302 (a) (74) ,  52.225-7008,  and  -7014 

DLAM  8105.1  25.6 
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ECONOMIC  PRICE  ADJUSTMENT  (EPA}  CLAUSES 

Review  and  verify,  in  coordination  with  the  Office  of  Comptroller 
and  the  Financial  Services  element#  selected  contractor  certifications  to 
assure  compliance  with  the  appropriate  EPA  clause.  Evaluate  EPA  proposals 
submitted  by  the  contractor  and  verify  applicable  price  adjustments. 
Verify#  at  contract  completion,  the  contractor's  certification  that  all 
price  decreases  have  been  applied.  When  authorized,  negotiate  and 
definitize  contract  price  adjustments  resulting  from  exercise  of  an  EPA 
clause. 

FAR  16.203#  42.302(b)(7)#  52.216-2  thru  -4 
DFARS  16.2#  52.216-7000#  and  -7001 
DLAM  8105.1  16.203 


ENGINEERING  CHANGE  PROPOSALS  (ECPs) 

Forward  Class  I  ECPs  to  POO  together  with  the  required  technical 
evaluation,  analyses  and  recommendations.  Forward  Class  II  ECPs#  along 
with  the  QAR  recommendation  to  the  POO  for  approval  unless  approval 
authority  has  been  delegated  to  the  CAO.  The  QAR  will  approve/ 
disapprove  Class  II  ECPs  if  authority  is  delegated. 

OFARS  43.205#  52.243-7000,  and  -7001 
DLAM  8105.1  43.2-6 


ENVIRONMENTAL  PROTECTION 

Conduct  PAOC  if  necessary.  Report  violations  of  the  Clean  Air  and 
Federal  Water  Pollution  Control  Act  to  the  POO.  Assure  contractor 
includes  substance  of  the  provisions  of  FAR  clause  52.223-2  in  nonexampt 
subcontracts. 

FAR  23.1,  52.223-1,  and  -2 
DLAM  8105.1  23.1 


EQUAL  EMPLOYMENT  OPPORTUNITY  (EBP)  PROGRAM 

Determine,  in  coordination  with  the  OFOCP,  whether  contractor  is  in 
compliance  with  the  EEO  program  prior  to  issuing  order  in  excess  of 
$1,000,000.  Obtain  Certificate  of  Clearance  from  the  OFOCP  regional 
office  prior  to  consenting  to  placement  of  a  subcontract  of  $1,000,000  or 
more. 

FAR  22.8,  52.222-26 

OFARS  22  8 

DLAM  8105.1  16.703,  22.101#  43.2,  44.3 


FACILITIES  CONTRACTS 

Evaluate  contractor  requests  for  Government  facilities  or  changes  in 
facilities  in  coordination  with  Production  and  forward,  with 
recommendations#  to  POO.  Assure  proper  acquisition  or  retention  of  IPE. 
Execute  rental  agreement  if  required.  Forward  rental  payment  checks  to 
the  Office  of  Comptroller  immediately  upon  receipt.  Certify  accuracy  of 
rental  payment.  Periodically  review  facilities  contracts  (see  paragraph 
45.4-14,  DLAM  8105.1  for  checklist). 

FAR  42-302 (a) (30),  45.302,  52.245-9 
DFARS  45.302 
DLAM  8105.1  45.4 
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FACILITIES  LEASES 

Review  and  evaluate  contractor  lease  requests  in  coordination  with  the 
Financial  Services,  Production,  and  Industrial  Property  Management 
elements.  Submit  requests,  together  with  recaimendations,  to  PCX).  Assure 
compliance  with  the  provisions  of  facilities  leases. 

DLAM  8105.1  45.3 
DLAM  8300.1  5-200,  5-400 


FINANCIAL  INFORMATION  AND  ANALYSIS 

”  Obtain  advice  Iran  the  Financial  Services  element  on  extent  and  types 
of  financial  assistance  required  by  contractors.  Make  appropriate  recom¬ 
mendations  to  the  PCO  on  financial  assistance  requirement  of  contractors. 
FAR  32.108,  32.503-2 
DFARS  32.173,  32.174 
DLAM  8105.1  32.173,  32.4 


FIRST  ARTICLE  APPROVAL 

Advise  consignee  of  the  contractual  requirement  for  first  article 
approval.  Distribute  approval,  conditional  approval,  disapproval  letters 
received  from  the  POO.  Assure  CAR  is  revised  to  reflect  payment  limita¬ 
tion  in  accordance  with  First  Article  Approval  clause. 

FAR  9.3,  52.209-3  and  -4 

DFARS  9.3 

DLAM  8105.1  9.3,  32.592 


FORWARD  PRICING  RATES  AND  PRICING  FORMULAS 

Establish  (execute)  agreements  with  contractors  for  use  of 
negotiated  forward  pricing  rates  and  pricing  formulas.  Invite  interested 
procurement  activities  to  attend  negotiations.  Obtain  recommendations 
from  Board  of  Review  before  executing  the  agreement. 

FAR  15.809,  42.302(a) (5) 

DFARS  15.809 
DLAM  8105.1  15.809 


FUNDS  CONTROL 

Establish  controls  and  maintain  records  to  provide  visibility  of  the 
status  of  bulk  fund  commitments  when  delegated  ordering  authority  under 
BOAs,  maintenance,  overhaul  and  repair  contracts  and  contracts  with 
provisioning  requirements.  Establish  and  maintain,  as  applicable,  control 
registers  such  as  DLA  Forms  1514,  Provisioned  Items  Order  Register,  1515, 
Change  Order  Control  Register,  and  1516,  Unpriced  Order  Control  Register. 
Be  alert  for  possible  insufficient  or  excess  funds.  Notify  PCO,  as 
appropriate,  and,  if  delegated,  take  action  to  deobligate  excess  funds. 

DLAM  8105.1  16.703,  17.74,  90.03 
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ggvggtMEwr  property 

Assure/ in  coordination  with  the  Property  Administrator  (PA) ,  that 
contractor  use  of  Government  property  is  in  accordance  with  DoO  policy  and 
applicable  regulations.  Execute  rental  agreement  when  required.  Assure 
that  screening  for  availability  of  Government  AD PE  and  IPE  is  accomplished 
through  appropriate  approving  channels  prior  to  purchase  by  the 
contractor.  Be  cognizant  of  Utilization  Surveys  performed.  Process 
DD  Form  1651,  Industrial  Equipment  Modernization  Program  -  Post  Analysis 
Report.  Upon  advice  of  PA,  prepare  and  distribute  notification  of 
withdrawal  of  approval  of  property  control  system. 

FAR  42.302 (a) 26,  45 

DFARS  45.4,  Supplement  No.  3  (ASPR) 

DLAM  8105.1  45.4,  45.5,  45.605 


GOVERNMENT  TITLE 

Maintain  surveillance  of  contractor's  financial  situation  on  contracts 
with  progress  payments  to  ensure  that  the  Government ' s  title  to  progress 
payment  inventory  is  sufficiently  protected.  Obtain  subordination  agree¬ 
ments  if  necessary. 

FAR  32.503-14,  -15,  -16 
DLAM  8105.1  32.595 


GUARANTEED  MAXIMUM  SHIPPING  WEIGHTS  AND  DIMENSIONS 

Resolve  disagreements  between  the  contractor  and  the  Office  of 
Comptroller  with  respect  to  contract  price  deductions  pursuant  to  the 
Guaranteed  Maximum  Shipping  Weights  and  Dimensions  clause. 

FAR  47.305-16,  52.247-60 
DLAM  8105.1  47 


GUARANTY  AND  SUBORDINATION  AGREEMENTS  (PREAWARD) 

~~  Acknowledge  and  distribute  executed  Guaranty  and  Subordination 
Agreements  upon  notice  of  contract  award.  Notify  PCO  if  such  Guaranty  or 
Subordination  Agreement  is  terminated.  Remind  PCO  of  existing  agreements 
that  support  contracts  being  terminated  for  default. 

DLAM  8105.1  9.1 


INCENTIVE  CONTRACTS 

Develop  working  knowledge  of  the  concepts  of  incentive  contract 
administration.  Establish  method  to  assure  receipt  of  information  and 
advice  from  team  members  and  other  sources  on  a  regular  basis.  Provide 
reconmendations  to  PCO  when  adverse  situations  develop  regarding  incentive 
features.  Establish  controls  to  ensure  timely  receipt  of  data  required  by 
incentive  provisions.  Take  action,  as  required,  regarding  price  adjust¬ 
ments  and  funding  surveillance. 

FAR  16.4,  42.302(a) (15) ,  (16),  (17) 

DFARS  16.4 

DLAM  8105.1  16.4,  32.7,  90.06 
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INDEFINITE  DELIVERY  TYPE  CONTRACTS 

Ensure  that  functional  elements  and  contractor  have  cannon  under¬ 
standing  of  scope  of  work  and  contract  provisions.  Coordinate  with  the 
Office  of  Comptroller  on  funds  control.  Establish  order  control  register 
when  authorized  to  issue  unpriced  orders.  Obtain  pricing  support, 
negotiate,  and  definitize  orders  vfoen  authorized. 

FAR  16.5 

DFARS  16".  5 

DLAM  8105.1  16.703 


JEWEL  BEARINGS  (REQUIRED  SOURCE) 

~  Consider  postaward  orientation  on  contracts  vrtiich  contain  the  Required 
Source  for  Jewel  Bearings  and  Related  Items  clause.  Establish  controls  to 
ensure  verification  of  contractor  compliance  and  appropriate  flowdown  of 
the  clause  to  subcontracts.  Review  contractor/subcontractor  requests  for 
waiver  and  advise  PCO  of  action  taken. 

FAR  8.2,  52.208-1,  and  -2 
DLAM  8105.1  8.2,  42.5 


LABOR  RELATIONS 

Notify  the  Industrial  Labor  Relations  Officer  (ILRO)  upon  receipt  of 
any  contract  or  subcontract  which  contains  labor  standards  provisions. 
Rely  on  the  ILRO  to  take  action,  as  necessary,  to  assure  contractor 
carpliance  with  contract  labor  standards.  Assure  contract  file  is 
documented  with  evidence  of  actions  completed  by  the  ILRO. 

FAR  22.101,  42.302(a) (34) 

DFARS  22.101 
DLAM  8105.1  22.101 


LETTER  CONTRACTS 

Establish  controls  to  monitor  and  assure  carpliance  with  definitiza- 
tion  schedule.  Report  delays  or  anticipated  delays  to  POO.  Monitor 
contractor  expenditures.  Advise  POO  innediately  upon  receipt  of  con¬ 
tractor's  proposal. 

FAR  16.603 
DFARS  16.603 
DLAM  8105.1  16.603 


LIMITATION  OF  COST  OR  FUNDS 

Ensure  receipt  of  required  contractor  notices  of  funding  status. 
Forward  advance  copy  to  POO.  Request  Financial  Services  element  to 
evaluate  notice.  Prepare  DLA  Form  1069,  Funds  Analysis  Control.  Promptly 
notify  POO  of  excess  funds  eligible  for  deobligation. 

FAR  32.7,  42.302(a) (17) 

DFARS  32.7 
DLAM  8105.1  32.7 
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LIQUIDATED  DAMAGES 

Ensure  close  surveillance  of  and  proper  priority  for  contracts  with 
the  Liquidated  Damages  provision.  Ensure  that  all  correspondence/ 
documents  pertinent  to  the  provision  are  forwarded  to  the  official  file  by 
functional  elements  via  the  A00.  Evaluate  invoices  covering  delinquent 
shipments  prior  to  payment.  Determine  PCO's  position  on  approval  of 
payment  or  assessment  of  damages  when  delinquencies  occur.  Pending  PCO's 
decision,  authorize  payment  (less  amount  in  question)  and  submit  copy  of 
authorization  to  PCO  with  recommendations.  Follow  up  with  PCO  and 
others  as  necessary  to  complete  action. 

FAR  12.2,  52.212-4 
DLAM  8105.1  12.2 


LOSS,  DAMAGE  OR  DESTRUCTION  OF  GOVERNMENT  PROPERTY 

Assure  that  credit  accrues  to  the  Government  as  a  result  of  credit 
memorandum  or  other  adjusting  documents  issued  by  the  PA.  Review  cases 
where  contractor  is  to  be  held  liable  and  furnish  the  contractor  and 
PA  with  copies  of  the  determination.  Furnish  the  disbursing  officer 
copies  of  written  requests  for  (demand)  payment  issued  to  contractors. 
FAR  45.5 

DFARS  45.5,  Supplement  No.  3  (ASPR) 

DLAM  8105.1  45.5 


MAINTAINING  LIAISON  WITH  PCO/PROGRAM  MANAGER 

Assist  in  preaward  phase  of  procurement  action,  as  requested.  Inform 
PCO  when  newly  assigned  contracts  contain  outdated  clauses  or  are  not 
prepared  in  compliance  with  FAR/DFARS.  Keep  PCO  advised  of  contract 
status  and  potential  major  problem  areas.  Obtain  approval  from  HQ  DLA 
before  agreeing  to  any  special  Menorandum  of  Understanding  with  project 
managers  or  buying  offices. 

DLAM  8105.1  90.13 


MAINTENANCE,  OVERHAUL  AND  REPAIR  CONTRACTS 

Perform  thorough  review  of  contract  requirements.  Maintain  close 
coordination  with  other  functional  elements.  When  authorized  to  issue, 
price,  negotiate  or  definitize  orders,  establish  controls  to  provide 
visibility  of  status  of  these  orders.  Establish  system  for  work  request 
review.  Conduct  regular  program  status  meetings  when  required.  Prepare 
and  distribute  minutes  of  the  meetings  to  all  attendees. 

FAR  42.302(a) (21) 

DLAM  8105.1  90.03 
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MAKE-OR-BUY  (MOB)  PROGRAMS 

Assure  contractor  compliance  with  MOB  schedules.  Assure  contractor 
establishment  of  programs  that  provide  for  submission  of  proposed 
changes.  When  authorized  by  PCX),  consent  to  or  deny  requested  changes. 
When  authorized,  negotiate  and  execute  contract  modifications  resulting 
from  changes  to  the  MOB  programs  (including  price  revisions) .  Ensure 
subcontracts  are  consistent  with  prime's  MOB  program  prior  to  consent. 
FAR  15.7 
DFARS  15.7 
DLAM  8105.1  15.7 


MATERIAL  DEFICIENCY  REPORTS  (MDRs) /QUALITY  DEFICIENCY  REPORTS  (QDRs) 
Assist  the  QAR  in  the  resolution  of  deficiency  reports.  Coordinate 
with  other  functional  elements,  including  Counsel,  to  obtain  and  evaluate 
information  and  recommend  or  take  appropriate  action  with  respect  to 
uncorrected  deficiencies  and/or  warranty  remedies  (See  DLAR  8260.2). 

FAR  46 
DFARS  46 
DLAM  8105.1  46 


MONITOR  CONTRACTORS'  COSTS 

Establish  and  maintain  Cost  Monitoring  Programs  (CMPs)  with  contrac¬ 
tors  meeting  certain  qualifications.  Advise  the  contractor  of  the 
Government's  intention  to  initiate  a  CMP.  Serve  as  leader  of  the  DLA  cost 
monitoring  team  and  perform  the  functions  identified  in  DLAM  8105.1, 
paragraph  42.70-5. 

FAR  42.302(a) (8) ,  42.801 

DFARS  42.70 

DLAM  8105.1  42.70 


MULTIYEAR  PROCUREMENT  (CANCELLATIONS) 

Refer  cancelled  multiyear  contract  to  Termination  element  for 
negotiation  and  settlement  of  claims. 

FAR  17.1,  42.302(a) (24) 

DFARS  17.103-70 
DLAM  8105.1  17.1 


NASA  NEW  TECHNOLOGY  CLAUSE 

Assure  contractor  is  aware  of  requirements  of  clause.  Arrange  for 
review  of  contractor's  implementation  plan  by  the  Engineering  element. 
Advise  PCO  or  designated  Technology  Utilization  Officer  if  contractor  is 
not  complying  with  his  New  Technology  plan. 

DLAM  8105.1  90.04 


NONCONFORMING  SUPPLIES  AND  SERVICES 

Submit  Type  I  nonconformance  requests  to  POO  along  with  contents  and 
recommendations.  Negotiate  contract  price  adjustments  and  issue  contract 
modifications  required  by  acceptance  of  Type  II  nonconformances  by  the 
QAR. 


FAR  46 
DFARS  46 
DLAM  8105.1  46 
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NOTICE  OF  INTENT  TO  DISALLOW  OR  NOT  RECOGNIZE  COSTS 

Issue  a  Notice  of  Intent  to  Disallow  or  Not  Recognize  Costs  when 
deemed  appropriate.  Coordinate  with  the  Regional  Cost  Monitoring 
Specialist  and  the  auditor  prior  to  issuing  notice.  Within  60  days 
receipt  of  contractor’s  written  response  to  the  notice,  either  withdraw  or 
modify  the  notification  in  writing  or  issue  a  final  decision  pursuant  to 
the  Disputes  clause  in  the  contract.  When  required,  submit  appropriate 
documentation  for  Board  of  Review  action. 

FAR  42.302(a) (8) ,  42.801 

DFARS  42.801 

DLAM  8105.1  42.801,  90.16 


NOVATION  AND  CHANGE  OF  NAME  AGREEMENTS 

Develop,  process,  and  execute  agreements  on  a  priority  basis.  Obtain 
DCASR  Counsel  review  of  all  agreements  prior  to  execution.  Obtain 
approval  from  appropriate  Departments/Agencies  prior  to  executing  a 
novation  agreement.  Distribute  executed  agreements  in  accordance  with 
FAR  and  DFARS.  Prepare  and  distribute  required  administrative  change 
(SF  30,  Amendment  of  Solicitation/Modification  of  Contract). 

FAR  42.12,  42.302(a) (25) 

DFARS  42.12 
DLAM  8105.1  42.12 


OVERTIME 

Perform  periodic  reviews  of  contractor’s  use  of  approved  overtime. 
Prepare  report  of  each  review  for  contract  file.  Forward  contractor 
requests  for  additional  overtime  or  premium  approval  to  PCO  together  with 
a  factual  analysis  and  appropriate  recommendation. 

FAR  22.103,  52.222-2 
DFARS  22.103 
DLAM  8105.1  22.103 


PACKING,  CRATING,  AND  HANDLING  (PC&H)  SERVICES 

Issue  contract  modification  incorporating funds  for  PC&H  services  on 
excess  Government  property  if  required.  When  determined  to  be  in  the 
Government's  best  interest,  contract  for  such  services  with  a  vendor  other 
than  the  contractor  in  possession  of  the  property.  Submit  proposed 
contracts  of  $30,000  or  more  to  the  Board  of  Review.  Distribute  contracts 
in  accordance  with  FAR  4.2  and  DFARS  4.202.  Prepare  and  distribute 
DD  Form  350,  Individual  Procurement  Action  Report,  if  the  contract  is  in 
excess  of  $25,000.  For  contracts  less  than  $25,000  forward  a  copy  of  the 
contract  marked  "For  MonthlyProcurement  Seminary  Report”  to  the  DCASR 
Directorate  of  Command  Support. 

FAR  42.302(a) (29) ,  45.608-7 

DFARS  4.202 

DLAM  8105.1  45.608,  90.16 
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PATENTS 

Assure  contractor  carpi iance  with  the  invention  disclosure  and 
reporting  provisions  of  the  Patent  Rights  clauses.  Assist  PCO/Patent 
Counsel  as  requested.  Assure  receipt  of  patent  clearance  prior  to 
authorizing  final  payment.  Forward  royalty  information  to  the  PCO/ 
Patent  Counsel. 

FAR  21.2,  27.3 
DFARS  2-7.3 
DLAM  8105.1  27 


POSTAWARD  ORIENTATION  OF  CONTRACTORS 

~~  Determine  extent  and  method  ofpost award  orientation  required. 
Complete  DLA  Form  1533,  Postaward  Orientation  Determination.  Conduct 
required  postaward  orientation,  i.e.,  formal  or  limited  conference  or 
postaward  letter/telephone  call. 

FAR  42.302(a) (3) ,  42.5 
DFARS  42.5 
DLAM  8105.1  42.5 


PREAWARD  SURVEYS 

Provide  any  known  information,  which  could  impact  on  the  evaluation  of 
the  offeror,  to  the  preaward  survey  monitor.  Arrange  for  DCAA  accounting 
systems  reviews  when  required.  Assure  close  surveillance  of  contractors 
who  are  awarded  contracts  subsequent  to  a  negative  preaward  survey. 

FAR  9.1 

DFARS  9.105,  9.106 

DLAM  8105.1  9.1,  16.104-4 


PRECISION  COMPONENTS  FOR  MECHANICAL  TIME  DEVICES 

Establish  controls  and  perform  periodic  checks  of  contractor  records 
to  ensure  contractor/subcontractor  conpl iance  with  procedures  governing 
the  purchase/supply  of  precision  components.  Serve  as  a  focal  point  for 
the  CAO  for  all  actions  relating  to  the  clause. 

DFARS  8.74,  52.208-7001 
DLAM  8105.1  8.2 


PRICE/COST  ANALYSIS 

Request  pricing  assistance  from  the  Financial  Services  element  as 
required  by  DLAM  8105.1,  Part  15.805.  Perform  price  analysis  on  proposals 
when  pricing  assistance  is  not  required.  Advise  POO  of  anticipated  date 
of  the  completed  report.  Review  the  pricing  report  for  content  and 
accuracy  and  transmit  to  the  POO. 

FAR  15.8 
DFARS  15. 8" 

DLAM  8105.1  15.805 
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PROGRESS  PAYMENTS 

Verify  that  the  contractor's  accounting  system  is  adequate.  Review 
and  approve  progress  payment  requests.  Ensure  that  progress  payment 
requests  conform  to  the  terms  and  requirements  of  the  contract  which 
impact  on  progress  payments  ( e.g progress  payment  rates,  liquidation 
rates,  presence  of  Foreign  Military  Sales  provisions,  first  article 
requirements, -etc.) .  Reduce  or  suspend  progress  payments  if  necessary. 
Obtain  subordination  agreements  if  necessary  to  protect  Government's 
interest  in  progress  payment  inventory.  Forward  Reports  of  Adverse 
Developments  to  the  Production  element,  POO,  DCASR,  HQ  DLA,  and  the 
Contract  Finance  Office  of  the  Department  or  Agency  concerned. 

FAR  32.5  42.302(a) (12) 
npaoc  "xo  r 

DLAM  8105.1  32.590  thru  32.594 


PROVISIONED  ITEMS 

Assure  contractor's  progress  during  the  provisioning  cycle  is 
monitored.  Issue  Provisioned  Items  Orders  and  obligate  funds  as 
delegated.  Negotiate  and  definitize  unpriced  Provisioned  Items  Orders. 
Maintain  control  register.  Process  changes  to  Provisioned  Items  as 
directed . 

DFARS  15.8,  17.74 
DLAM  8105.1  17.74 


RADIOACTIVE  MATERIALS 

Assure,  if  so  delegated,  that  appropriate  licenses  are  obtained  or 
safeguards  are  taken  upon  receipt  of  contractor’s  notice  of  radioactive 
materials.  Take  actions  to  ensure  that  applicable  deliveries  are  clearly 
marked  and  labeled  as  required,  especially  where  inspection  is  at 
destination.  Forward  contractor's  notice  to  the  using  activity  to  alert 
it  to  the  hazards  involved. 

DFARS  23.303,  52.223-7000 


REASSIGNMENT  OF  CONTRACT  ADMINISTRATION/DISBURSING  RESPONSIBILITIES  TO 
ANOTHER  CAP 

Issue  a  unilateral  contract  modification  to  reassign  contracts  which 
are  either  incorrectly  assigned  or  transferred.  Issue  modification  for 
change  in  place  of  manufacture  if  authorized  by  PCO.  Assure  contract 
files  are  forwarded  to  new  CAO  along  with  brief  summary  of  actions  of 
which  new  AGO  should  be  immediately  aware. 

FAR  42.206 
DFARS  42.205 
DLAM  8105.1  42.206 


RIGHTS  IN  TECHNICAL  OR  OTHER  DATA  AND  COPYRIGHTS 

Determine  appropriate  action  upon  receipt  of  information  from  the 
QAR/IS  or  the  Systems  and  Engineering  element  that  compliance  with 
contractual  requirements  pertinent  to  technical  data  is  unsatisfactory. 
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Withhold  payment  if  warranted.  Conduct  periodic  review  of  contractor's 
written  procedures  for  the  use  of  restrictive  markings  on  technical  data. 
Submit  written  inquiry  to  the  contractor  if  technical  data  is  received 
with  unauthorized  or  improper  restrictive  markings.  If  contractor  is  not 
complying  with  the  procedures  governing  restrictive  markings,  take 
corrective  action  as  specified  in  DFARS  52.227-7018. 

FAR  27.4,  42.302(a) (48) 

DFARS  21  A,  52.227-7013,  thru  7037 
DLAM  8105.1  27.4 


SAFETY  PRECAUTIONS 

Assure  contractor  compliance  with  contractual  provisions  pertaining  to 
amnunition,  explosions  and  other  dangerous/hazardous  material.  Rely  upon 
technical  expertise  of  the  Specialized  Safety  Office  on  all  safety 
matters.  Review  and  process  safety  reports.  Advise  Specialized  Safety 
Office  of  actions  taken. 

FAR  23.3,  52.223-3 

DFARS  23.3,  28.71,  52.223-7000,  52.228-7007 

DLAM  8105.1  23.3 


SECURITY  REQUIREMENTS 

Maintain  close  coordination  with  Industrial  Security  Staff  Specialists 
when  administering  classified  contracts.  Approve  and  sign  DD  Form  254, 
Contract  Security  Classification  Specification  for  Classified  Subcon¬ 
tracts.  Perform  security- related  functions  as  outlined  in  DoD  5220. 22-R, 
Industrial  Security  Regulation. 

FAR  4.4,  52.204-1  and  -2,  53.204-1 
DFARS  42.302(a) (73) 

DLAM  8105.1  4.4 


SERVICE  CONTRACT  ACT  OF  1965 

Assure  compliance  with  the  reporting  requirments  under  the  Service 
Contract  Act  clauses  when  issuing  orders  under  BQAs  or  BPAs  which  contain 
such  clauses. 

DAR  XII,  Part  10 


SHOULD  COST  REVIEWS 

Assist  the  Should  Cost  team  in  the  review  planning  stage  by  providing 
contnents  relative  to  contractors'  known  strengths  and  weaknesses.  Advise 
the  team  during  the  course  of  the  review.  Coordinate  the  efforts  of  DCAS 
elements  involved  in  the  review.  Coordinate  DCAS  efforts  in  monitoring  a 
contract  resulting  from  the  review.  Advise  the  procuring  activity  of 
significant  developments  in  contractor  performance  relative  to 
contractually- imposed  review  objectives.  Participate  on  review  teams 
if  assigned. 

FAR  15.810 
DFARS  15.810 
DLAM  8105.1  15.810 
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SMALL  BUSINESS,  LABOR  SURPLUS ,  SMALL  DISADVANTAGED  BUSINESS  REQUIREMENTS 
Conduct  postaward  orientation  for  all  new  snail  business/small 
disadvantaged  business  contractors  who  have  been  awarded  their  first 
Government  contract.  Rely  on  the  Snail  and  Disadvantaged  Business 
Utilization  (SADBU)  Specialist  to  maintain  surveillance  and  conduct 
periodic  reviews  of  contractors  who  must  comply  with  subcontracting 
program  clauses  pertaining  to  small  business,  labor  surplus  area,  or 
small  disadvantaged  business  concerns.  Furnish  PCOs  with  copies  of 
reports  furnished  by  the  SADBU  Specialist  which  cite  deficiencies  in  a 
contractor's  subcontracting  program.  Maintain  frequent  liaison  with 
Section  8(a)  Small  Business  Administration  subcontractors. 

FAR  19.7,  19.8,  42.302 (a) (52)  thru  (55) 

DFARS  19.2,  19.5,  19.7 
DLAM  8105.1  19 


SPECIAL  TEST  EQUIPMENT 

Review  contractor's  notice  of  intent  to  acquire  or  fabricate  items  of 
special  test  equipment.  Ascertain  whether  Government-owned  property  can 
be  furnished  in  lieu  thereof.  Resolve  any  funding  problems  with  the  PCO. 
Notify  contractor  of  approval/disapproval  of  the  proposed  acquisition  or 
fabrication,  or  that  the  equipment  will  be  furnished  by  the  Government. 
FAR  42.302(a) (27) ,  45.3,  52.245-18 
DFARS  45.403 
DLAM  8105.1  45.4 


SPECIAL  TOOLING 

Determine  contractor's  ability  to  discharge  his  obligations  under  the 
Special  Tooling  clause.  If  the  contractor's  procedures,  records,  or 
controls  are  inadequate,  advise  the  contractor  of  the  deficiencies  and 
obtain  corrective  action.  Acquire  initial  tooling  list  if  specified  in 
contract  or  requested  by  PCO  and  forward  to  POO.  Obtain  final  tooling 
list  and  forward  to  PCO.  Assure  proper  disposition  of  special  tooling 
prior  to  contract  closeout. 

FAR  45.3,  45.6 
DFARS  45.306 
DLAM  8105.1  45.306 


SUPPLEMENTAL  AGREEMENTS 

Negotiate  and  execute  supplemental  agreements  when  authorized  by  the 
POO,  contract  or  FAR/DFARS  42.302  for  actions  such  as  definitized  change 
orders,  negotiated  overhead  rates,  revised  delivery  schedules,  provision¬ 
ing  orders,  orders  under  BOAs,  etc.  Set  forth  in  negotiation  memorandum, 
all  terms  of  the  supplemental  agreement.  Coordinate  with  DCASR  Counsel 
when  nonstandard  contractual  provisions  are  included  in  the  supplemental 
agreement.  Obtain  the  recommendation  of  the  DCASR  Board  of  Review  prior 
to  execution  of  the  supplemental  agreement.  Include  the  change  or  impact 
on  unit  price/cost,  quantity,  appropriation  data,  and  delivery  schedule  in 
the  modification.  Assure  obligation  or  deobligation  of  funds  information 
is  identified  to  the  funding  activity. 

FAR  42.302,  43 

DFARS  43 

DLAM  8105.1  43.103 
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SUPPORTING  CONTRACT  ADMINISTRATION 

Consider  value,  complexity,  type  of  contract,  and  importance  of  work 
allocated  to  other  locations  when  determining  need  for  supporting  adminis¬ 
tration.  Transmit  consolidated  delegation  letter  to  the  supporting  CAO 
)  with  sufficient  copies  of  contractual  documents  and  other  pertinent  data. 
Notify  the  prime  contractor  of  functions  being  delegated.  Eiisure  that 
performance  information  is  received  from  supporting  CAO.  Advise  prime  PCO 
of  deficiencies  or.  unsatisfactory  conditions  noted  while  performing 
supporting  administration.  Maintain  communication  between  requesting/ 
supporting  ACO.  Process  overseas  delegations  in  accordance  with 
DLAM  8105.1,  42.204-6. 

FAR  42.204 
DFARS  42.204 
DLAM  8105.1  42.204 


TAXES 

Consult  with  DCASR  Counsel  in  resolving  tax  problems.  Refer  matters 
requiring  negotiation  with  tax  authorities  to  the  PCO.  Evaluate  proposed 
price  adjustments  to  fixed-price  contracts  resulting  from  tax  changes  and 
forward  recommendations  to  the  PCO.  Determine  allowability  of  taxes  in 
cost-reimbursement  type  contracts.  In  the  event  of  lost  or  destroyed 
shipments,  assure  appropriate  adjustments  to  reflect  reduction  in  articles 
subject  to  excise  tax  exemption.  Coordinate  receipt  and  return  of  alcohol 
tax  certificates  through  DCASR  New  York. 

FAR  29,  42.302(a) (18) 

DFARS  29 
DLAM  8105.1  29 


TERMINATION  TOR  CONVENIENCE 

Notify  the  DCASR  TCO  by  telephone  immediately  upon  receipt  of  a 
termination  for  convenience  notice.  Provide  copies  of  the  notice  to  the 
Office  of  Comptroller,  the  regional  Contract  Employment  Compliance 
activity  and  the  TCO.  Assure  appropriate  closeout  actions  upon  complete 
termination  of  a  contract. 

FAR  49 

DFARS  49 

DLAM  8105.1  4.804-9 


TERMINATION  FOR  DEFAULT 

Take  action  under  contracts  terminated  for  default  only  in  response 
to,  and  in  support  of,  the  PCO.  Advise  all  functional  elements  concerned 
of  the  termination  and  forward  to  the  PCO  any  information  with  respect  to 
actions  required  to  protect  the  Government's  interest.  Notify  CAOs 
involved  in  supporting  administration.  Assure  all  required  actions  are 
complete  prior  to  closeout. 

FAR  49.4 

DFARS  49.402 

DLAM  8105.1  4.804-9,  49.4 
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TRAVEL  BY  CONTRACTOR  PERSONNEL  OUTSIDE  CONUS 

Approve  requests  for  overseas  travel,  obtain  POO  approval  when  not 
provided  in  contract.  Obtain  DISOO  personnel  security  clearance  verifica¬ 
tion  vihen  visit  involves  disclosure  of  classified  information.  Obtain 
approval  for  visit  from  the  U.S.  overseas  activity  to  be  visited.  Assure 
that  the  travel  is  necessary  to  contract  performance.  Forward  the 
original  DLA  Form  437/  Request  for  Authorization  for  Overseas  Travel  - 
Contractor  Personnel  to  Transportation  Operations  element  for  completion 
of  travel  arrangements. 

DLAM  8105.1  90.02 


UNSATISFACTORY  PROPERTY  CONTROL  SYSTEMS 

Notify  the  contractor  in  writing  of  changes  required  to  correct 
property  control  system  deficiencies  and  establish  a  schedule  for 
completion  of  corrective  actions.  Advise  that  failure  to  correct 
deficiencies  as  specified  could  result  in  the  withholding  or  withdrawal  of 
system  approval  and  subsequent  increase  in  contractor  liability  for  loss 
or  damage.  Provide  written  notice  of  final  determination  as  appropriate. 

FAR  45.5 

DLAM  8105.1  45.4/  45.5 


VALUE  ENGINEERING  CHANGE  PROPOSALS  (VECPs)  | 

Request  technical  review  of  VECP  from  Systems  and  Engineering  element 
and  forward  with  comments  to  the  POO.  If  required,  follow  up  with  PCO  _ 

after  coordination  with  the  Systems  and  Engineering  element.  Forward  copy  I 

of  PCO's  approval  or  disapproval  of  VECP  to  Systems  and  Engineering  U 

element.  When  requested  by  the  PCO,  obtain  a  review  and  evaluation  from  J 

the  Financial  Services  element.  Analyze  review  and  evaluation  and  furnish 
comments  and  recommendations  to  the  PCO.  I 

FAR  42.302(a) (49),  48 

DLAM  8105.1  48  ■ 


VARIATION  IN  QUANTITY  CLAUSE 

Request  additional  shipping  instructions  from  the  procuring  activity 
if  required  as  a  result  of  a  permitted  variation.  Coordinate  with  the  PCO 
regarding  acceptability  of  a  variation  which  is  more  or  less  than  that 
permitted  by  the  contract.  Ensure  appropriate  notices  to  the  contractor 
as  well  as  contractual  modifications/adjustments  to  reflect  the  desires  of 
the  PCO. 

FAR  12.4,  52.212-9  thru  -11 
DFARS  12.4 
DLAM  8105.1  12.4 
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VOLUNTARY  REFUNDS 

Forward  voluntary  refund  checks  received  from  contractors  immediately 
to  the  Disbursing  Officer  making  payments  for  the  contract  and  request 
acknowledgement  of  receipt.  If  possible,  provide  the  information  required 
by  DEARS  42.710(b).  Forward  recommendations  to  solicit  voluntary  refunds 
to  HQ  DLA,  Executive  Director,  Contract  Management,  for  his  decision. 

DFARS  42.71,  42.7102(b) 

DLAM  8105.1  42.71 


WALSH-HEALEY  PUBLIC  CONTRACTS  ACT 

Ensure  that  contractors  subject  to  the  Act  are  furnished  the 
prescribed  poster  (W.H.  Publication  1313,  Notice  to  Employees  Working  on 
Government  Contracts) .  Forward  reports  of  alleged  violations  involving 
safety  of  the  type  foreseen  by  the  Act  to  the  cognizant  Occupational 
Safety  and  Health  Administration  (OSHA)  Area  Director. 

FAR  22.6 
DFARS  22.6 
DLAM  8105.1  22.6 
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PART  42 

CONTRACT  ADMINISTRATION 

424100  Scope  of  port. 

This  part  prescribe*  general  policies  and  procedures 
for  performing  contract  administration  functions  and 
related  audit  services. 

SUBPART  421— INTERAGENCY  CONTRACT 
ADMINISTRATION  AND  AUDIT  SERVICES 

42100  Scope  of  subpart 

This  subpart  prescribes  policies  and  procedures  for 
obtaining  and  providing  interagency  contract  adminis¬ 
tration  and  audit  services  in  order  to  (a)  provide  spe¬ 
cialized  assistance  through  field  offices  located  at  or 
near  contractors’  establishments,  (b)  avoid  or  eliminate 
overlapping  and  duplication  of  Government  effort,  and 

(c)  provide  more  consistent  treatment  of  contractors. 

42101  Policy. 

(a)  Agencies  requiring  field  contract  administration 
or  audit  services  are  encouraged  to  use  cross-servicing 
arrangements  with  existing  contract  administration  and 
contract  audit  components  (see  42.102(a)  for  the  direc¬ 
tories  of  cognizant  offices).  The  customer  agency  and 
the  servicing  agency  shall  enter  into  a  formal  cross¬ 
servicing  arrangement  when  the  volume  of  work  or 
other  circumstances  warrants  a  formal  understanding, 
i  (b)  Multiple  reviews,  inspections,  and  examinations 
of  a  contractor  or  subcontractor  by  several  agencies 
involving  the  same  practices,  operations,  or  functions 
shall  be  eliminated  to  the  maximum  practicable  extent 
through  the  use  of  cross-servicing  arrangements. 

(c)  OMB  Circular  No.  A-73,  Audit  of  Federal  Oper¬ 
ations  and  Programs,  states  executive  branch  policy  on 
audit  cross-servicing  arrangements.  As  further  provided 
in  OFPP  Policy  Letter  78-4,  Field  Contract  Support 
Cross-Servicing  Program,  (1)  agencies  shall  use  cross¬ 
servicing  arrangements  for  the  audit  of  costs  incurred 
under  contracts  of  two  or  more  agencies  b?ing  per¬ 
formed  at  the  same  business  entity,  and  (2)  the  respon¬ 
sible  auditor  or  contracting  officer  shall  coordinate 
with  concerned  agencies  the  establishment  of  indirect 
cost  rates  at  such  entities  and  shall  convey  the  finally 
established  rates  to  those  agencies  for  application  to 
their  contracts  to  the  extent  allocable  and  allowable 
(see  Subpart  42.7). 

(d)  Subject  to  the  fiscal  regulations  of  the  agencies 
concerned,  agencies  (1)  may  be  reimbursed  in  accord- 

|  Mice  with  the  Economy  Act  of  1932  (31  U.S.C.  1335) 


for  services  rendered  under  formal  or  informal  cross¬ 
servicing  arrangements,  (2)  normally  should  refrain 
from  seeking  reimbursement  for  cross-servicing  accom¬ 
plished  incidental  to  their  own  needs  or  Government¬ 
wide  responsibilities,  and  (3)  may  use  the  hourly  rate 
established  under  the  cross-servicing  arrangement  be¬ 
tween  the  Department  of  Defense  and  the  National 
Aeronautics  and  Space  Administration  to  facilitate  re¬ 
imbursement  arrangements. 

(e)  Agencies  are  not  expected  to  enter  into  cross¬ 
servicing  arrangements  that  would  unduly  burden 
agency  resources  or  otherwise  obstruct  an  agency  in 
fulfilling  its  responsibilities. 

42.102  Procedures. 

(a)  In  locating  available  field  contract  administration 
or  audit  services,  contracting  offices  shall  consult  the 
Department  of  Defense  Directory  of  Contract  Admin¬ 
istration  Services  Components  or  the  Directory  of  Fed¬ 
eral  Contract  Audit  Offices.  Questions  regarding  con¬ 
tract  administration  offices  may  be  referred  to  the  De¬ 
fense  Logistics  Agency,  Attn:  DLA-AO,  Cameron  Sta¬ 
tion,  Alexandria,  Virginia,  22314.  Questions  regarding 
audit  offices  may  be  referred  to  the  Defense  Contract 
Audit  Agency,  Attn:  OTD,  Cameron  Station,  Alexan¬ 
dria,  Virginia,  22314.  Agencies  having  a  field  contract 
administration  or  audit  cross-servicing  capability  shall 
arrange  for  identification  of  this  capability  (including 
change*  as  they  occur)  in  the  appropriate  directory  by 
contacting  one  of  these  offices. 

(b)  Services  may  be  obtained  by  direct  request  to  the 
cognizant  contract  administration  or  audit  component 
indicated  in  the  applicable  directory  or  as  specified  in  a 
formal  cross-servicing  arrangement  (see  42.101(a)). 

(c)  Except  for  requests  submitted  under  formal  cross- 
servicing  arrangements,  requests  for  services  from 
Government  agencies  may  be  declined  on  a  case-by¬ 
case  basis  if  resources  are  inadequate  to  accomplish 
delegated  tasks,  provided  the  decision  is  made  by  an 
official  above  the  level  of  the  contract  administration 
office,  or  as  otherwise  provided  in  agency  regulations. 

(d)  Contract  administration  and  audit  services  will  be 
performed  using  the  procedures  of  the  servicing  agency 
unless  formal  agreements  between  agencies  provide 
otherwise. 

(e)  Both  the  requesting  and  servicing  activities  are 
responsible  for  prudent  use  of  the  services  provided 
under  either  formal  or  informal  interagency  cross-serv¬ 
icing  arrangements.  When  it  is  appropriate,  servicing 
activities  shall  counsel  requesting  agencies  or  contract- 
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inf  offices  concerning  the  desirability  and  practicality 
of  relaxing  or  waiving  controls  and  surveillance  that 
may  not  be  necessary  to  ensure  satisfactory  contract 
performance. 

SUBPART  42J— ASSIGNMENT  OF  CONTRACT 
ADMINISTRATION 

42J00  Scope  ef  subpart 

This  subpart  prescribes  policies  and  procedures  for 

(a)  assigning,  retaining,  or  reassigning  contract  adminis¬ 
tration  responsibility,  (b)  withholding  normal  functions 
or  delegating  additional  functions  when  assigning  con¬ 
tracts  for  administration,  and  (c)  requesting  and  per¬ 
forming  supporting  contract  administration.  Subpart 
42.3  lists  both  the  normal  contract  administration  func¬ 
tions  and  those  requiring  specific  authorization  by  the 
contracting  office. 

42.201  Definition. 

“Supporting  contract  administration"  means  perform¬ 
ance  of  specific  contract  administration  functions  by 
another  contract  administration  office  (CAO)  as  re¬ 
quired  by  (a)  the  CAO  to  which  a  contract  is  assigned 
for  administration  or  (b)  the  contracting  office  retaining 
a  contract  for  administration. 

42J02  Assignment  of  contract  administration. 

(a)  Authority.  Except  at  provided  in  paragraph  (b) 
below,  assignment  of  a  contract  to  a  CAO  for  adminis¬ 
tration  automatically  carries  with  it  the  authority  to 
perform  all  of  the  normal  functions  listed  in  42.302(a) 
to  the  extent  that  those  functions  apply  to  the  contract 
The  CAO  has  authority  to  perform  the  functions  re¬ 
quiring  specific  authorizations,  listed  in  42.302(b),  only 
to  the  extent  specified  by  the  contracting  office.  No 
other  function  shall  be  performed  by  the  CAO  unless 
delegated  as  provided  under  42.202(c). 

(b)  Withholding  normal  functions.  In  assigning  a  con¬ 
tract  for  administration  by  a  CAO,  the  contracting 
office  may  withhold  individual  functions  among  those 
listed  in  42.302(a)  if— 

(1)  Their  retention  by  the  contracting  office  is 
required  by  (i)  the  contracting  agency’s  agency-level 
acquisition  regulations  or  (ii)  a  formal  interagency 
cross-servicing  arrangement  (see  42.101(a)  and 
42.102(b)):  or 

(2)  It  is  clear,  after  consultation  with  the  CAO 
when  appropriate,  that  they  can  best  be  performed 
by  the  contracting  office  and  the  decision  to  with¬ 
hold  them  is  approved  above  the  contracting  offi¬ 
cer’s  level. 

(c)  Delegating  additional  functions.  For  individual 
contracts  or  groups  of  contracts,  the  contracting  office 
may  delegate  to  the  CAO  functions  not  listed  in  42.302; 
provided,  that— 

(1)  Prior  coordination  with  the  CAO  ensures  the 
availability  of  required  resources; 

(2)  In  the  case  of  authority  to  issue  orders  under 
provisioning  procedures  in  existing  contracts  and 


under  basic  ordering  agreements  for  items  and  serv¬ 
ices  identified  in  the  schedule,  the  head  of  the  con¬ 
tracting  activity  or  designee  approves  the  delegation; 
and 

(3)  The  delegation  does  not  require  the  CAO  to 
undertake  new  or  follow-on  acquisitions. 

(d)  Transmittal  and  documentation.  When  assigning  a 
contract  for  administration  by  a  CAO,  the  contracting 
officer  shall — 

(1)  Enter  on  the  contract  the  name  and  address  of 
the  CAO  designated  to  administer  it; 

(2)  Provide  any  special  instructions,  including  any 
specific  authorization  to  perform  functions  listed  in 
42.302(b),  in  an  accompanying  letter  to  the  CAO; 

(3)  Include,  along  with  the  contract  furnished  to 
the  CAO,  copies  of  all  contracting  agency  regula¬ 
tions  or  directives  that  are  (i)  incorporated  into  the 
contract  by  reference  or  (ii)  otherwise  necessary  to 
administer  the  contract,  unless  copies  have  been  pre¬ 
viously  provided;  and 

(4)  Advise  the  contractor  (and  other  activities  as 
appropriate)  of  any  functions  withheld  or  additional 
functions  delegated  in  the  special  instructions  under 
subparagraph  (2)  above. 

(e)  Contract  administration  office  responsibilities.  For 
each  contract  assigned  for  administration,  the  CAO 
shall — 

(1)  Perform  the  functions  listed  in  42.302(a)  to  the 
extent  that  they  apply  to  the  contract,  except  for  any 
functions  specifically  withheld  under  paragraph  (b) 
above; 

(2)  Perform  the  functions  listed  in  42.302(b)  to  the 
extent  that  they  apply  and  are  specifically  authorized 
by  the  contracting  office; 

(3)  Serve  as  a  focal  point  for  inquiries  and  keep  the 
contracting  office  and  other  interested  activities  ad¬ 
vised  concerning  all  pertinent  matters  related  to  ad¬ 
ministration  of  the  contract; 

(4)  Request  supporting  contract  administration 
under  42.204  when  it  is  required;  and 

(5)  Reassign  contract  administration  under 
42.206(a)  if  reassignment  is  required. 

42JE03  Retention  of  contract  administration. 

(a)  Contracting  offices  shall  retain  for  administration 
any  contract  (1)  not  requiring  the  performance  of  con¬ 
tract  administration  functions  (see  42.302)  at  or  near 
contractor  facilities,  or  (2)  for  which  retention  by  the 
contracting  office  is  prescribed  by  agency  acquisition 
regulations.  However,  30.401  requires  that  retained 
contracts  to  which  Cost  Accounting  Standards  (CAS) 
apply  be  assigned  for  CAS  administration  only.  Instruc¬ 
tions  for  marking  and  distributing  these  contracts  are 
provided  in  4.201(c). 

(b)  Contracting  offices  or  CAO's  may  request  sup¬ 
porting  contract  administration  under  42.204  for  con¬ 
tracts  for  which  they  have  contract  administration  re¬ 
sponsibility.  However,  if  a  substantial  proportion  of  the 
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normal  contract  administration  functions  listed  in 
42.302(a)  are  to  be  requested,  an  official  above  the 
contracting  officer’s  level  shall  review  the  validity  of 
retaining  administration  while  requesting  extensive  sup¬ 
porting  contract  administration. 

42J04  Supporting  contract  administration. 

(a)  A  CAO  assigned  a  contract  for  administration 
under  42.202  or  a  contracting  office  retaining  adminis¬ 
tration  under  42.203  may  request  supporting  contract 
administration  from  the  CAO  cognizant  of  the  contrac¬ 
tor  location  where  performance  of  specific  contract 
administration  functions  is  required.  The  request  shall 

(1)  be  in  writing,  (2)  clearly  state  the  specific  functions 
to  be  performed,  and  (3)  be  accompanied  by  a  copy  of 
pertinent  contractual  and  other  necessary  documents. 

(b)  The  prime  contractor  is  responsible  for  managing 
its  subcontracts.  The  CAO’s  concern  with  subcontracts 
is  normally  limited  to  evaluating  the  prime  contractor’s 
management  of  them  (see  Part  44).  Therefore,  support¬ 
ing  contract  administration  shall  not  be  used  for  sub¬ 
contracts  unless  (1)  the  Government  would  otherwise 
incur  undue  cost,  (2)  successful  completion  of  the 
prime  contract  is  threatened,  or  (3)  it  is  authorized 
under  paragraph  (c)  below  or  elsewhere  in  this  regula¬ 
tion. 

(c)  For  major  system  acquisitions  (see  Part  34),  the 
contracting  officer  may  designate  certain  high-risk  or 
critical  subsystems  or  components  for  special  surveil¬ 
lance  (see  44.203)  in  addition  to  requesting  supporting 
contract  administration.  This  surveillance  shall  be  con¬ 
ducted  in  a  manner  fully  consistent  with  the  policy  of 
calling  upon  the  cognizant  CAO  to  perform  contract 
administration  functions  at  a  contractor's  facility  (see 
Subpart  42.1). 

42.205  Designation  of  the  paying  office. 

If  the  information  is  available,  the  contracting  officer 
shall  enter  on  the  contract  the  name  and  address  of  the 
office  designated  under  agency  procedures  to  make 
payments  on  the  contract.  Unless  agency  acquisition 
regulations  otherwise  provide,  the  assignment  of  con¬ 
tract  administration  to  a  CAO  does  not  affect  the  des¬ 
ignation  of  the  paying  office. 

42.206  Reassignment  of  contract  administration. 

(a)  The  administrative  contracting  officer  at  the 
CAO  of  initial  assignment  shall  reassign  a  contract  for 
administration  when  the  need  for  reassignment  results 
from  (1)  an  incorrect  initial  assignment,  (2)  organiza¬ 
tional  transfer  of  the  cognizant  CAO,  (3)  establishment 
or  disestablishment  of  a  CAO,  or  (4)  a  change  in  a 
CAO's  geographical  responsibility. 

fb)  The  contracting  officer  at  the  contracting  office 
shail  reassign  a  contract  for  administration  when  rea¬ 
sons  otner  than  those  in  paragraph  (a)  above  make 
reassignment  app  ropriate 

ic)  To  reassign  a  contract,  the  responsible  contract¬ 
ing  officer  shall  use  a  unilateral  contract  modification. 
The  CAO  of  initial  assignment  shall  transfer  the  con¬ 


tract  file  and  necessary  supporting  documents  to  the 
successor  CAO. 

(d)  When  warranted  by  a  change  in  circumstances 
and  approved  at  a  higher  level,  a  contracting  officer 
may  recall  a  contract  or  function  previously  assigned 
for  administration. 

SUBPART  42.3— CONTRACT  ADMINISTRATION 
OFFICE  FUNCTIONS 

42.301  General. 

When  a  contract  is  assigned  for  administration  under 
Subpart  42.2,  the  contract  administration  office  (CAO) 
shall  perform  contract  administration  functions  in  ac¬ 
cordance  with  this  regulation,  the  contract  terms,  and, 
unless  otherwise  agreed  upon  in  formal  cross-servicing 
arrangements  (see  42.101(a)),  the  applicable  regulations 
of  the  servicing  agency. 

42.302  Contract  administration  functions. 

(a)  The  following  are  the  normal  contract  adminis¬ 
tration  functions  to  be  performed  by  the  cognizant 
CAO,  to  the  extent  they  apply,  as  prescribed  in  42.202: 

(1)  Review  the  contractor's  compensation  struc¬ 
ture. 

(2)  Review  the  contractor’s  insurance  plans. 

(3)  Conduct  post-award  orientation  conferences. 

(4)  Review  and  evaluate  contractors’  proposals 
under  Subpart  1S.8  and,  when  negotiation  will  be 
accomplished  by  the  contracting  officer,  furnish 
comments  and  recommendations  to  that  officer. 

(3)  Negotiate  forward  pricing  rate  agreements  (see 
15.809). 

(6)  Negotiate  advance  agreements  applicable  to 
treatment  of  costs  under  contracts  currently  assigned 
for  administration  (see  31.109). 

(7)  Determine  the  allowability  of  costs  suspended 
or  disapproved  as  required  (see  Subpart  42.8),  direct 
the  suspension  or  disapproval  of  costs  when  there  is 
reason  to  believe  they  should  be  suspended  or  disap¬ 
proved,  and  approve  final  vouchers. 

(8)  Issue  Notices  of  Intent  to  Disallow  or  not 
Recognize  Costs  (see  Subpart  42.8). 

(9)  Establish  final  indirect  cost  rates  and  billing 
rates  for  those  contractors  meeting  the  criteria  for 
contracting  officer  determination  in  Subpart  42.7. 

(10)  Prepare  findings  of  fact  and  issue  decisions 
under  the  Disputes  clause  on  matters  in  which  the 
administrative  contracting  officer  (ACO)  has  the  au¬ 
thority  to  take  definitive  action. 

(11)  In  connection  with  Cost  Accounting  Stand¬ 
ards  (see  Part  30) — 

(i)  Determine  the  adequacy  of  the  contractor’s 

disclosure  statements; 

(ii)  Determine  whether  disclosure  statements  are 

in  compliance  with  Cost  Accounting  Standards 

and  Part  31; 
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(iii)  Determine  the  contractor's  compliance  with 
Coat  Accounting  Standards  and  disclosure  state¬ 
ments,  if  applicable;  and 

(iv)  Negotiate  price  adjustments  and  execute 
supplemental  agreements  under  the  Cost  Account¬ 
ing  Standards  clauses  at  32.230-3,  32.230-4,  and 
52.230-5. 

(12)  Review  and  approve  or  disapprove  the  con¬ 
tractor's  requests  for  payments  under  the  progress 
payments  clause. 

(13)  Make  payments  on  assigned  contracts  when 
prescribed  in  agency  acquisition  regulations  (see 
42.205). 

(14)  Manage  special  bank  accounts. 

(15)  Ensure  timely  notification  by  the  contractor 
of  any  anticipated  overrun  or  underrun  of  the  esti¬ 
mated  cost  under  cost-reimbursement  contracts. 

(16)  Monitor  the  contractor's  financial  condition 
and  advise  the  contracting  officer  when  it  jeopar¬ 
dizes  contract  performance. 

(17)  Analyze  quarterly  limitation  on  payments 
statements  and  recover  overpayments  from  the  con¬ 
tractor. 

(18)  Issue  tax  exemption  certificates. 

(19)  Ensure  processing  and  execution  of  duty-free 
entry  certificates. 

(20)  For  classified  contracts,  administer  those  por¬ 
tions  of  the  applicable  industrial  security  program 
designated  as  ACO  responsibilities  (see  Subpart  4.4). 

(21)  Issue  work  requests  under  maintenance,  over¬ 
haul.  and  modification  contracts. 

(22)  Negotiate  prices  and  execute  supplemental 
agreements  for  spare  parts  and  other  items  selected 
through  provisioning  procedures  when  prescribed  by 
agency  acquisition  regulations. 

(23)  Negotiate  and  execute  contractual  documents 
for  settlement  of  partial  and  complete  contract  termi¬ 
nations  for  convenience,  except  as  otherwise  pre¬ 
scribed  by  Part  49. 

(24)  Negotiate  and  execute  contractual  documents 
settling  cancellation  charges  under  multi-year  con¬ 
tracts. 

(25)  Process  and  execute  novation  and  change  of 
name  agreements  under  Subpart  42.12. 

(26)  Perform  property  administration  (see  Part  45). 

(27)  Approve  contractor  acquisition  or  fabrication 
of  special  test  equipment  under  the  clause  at  52.245- 
18,  Special  Test  Equipment. 

(28)  Perform  necessary  screening,  redistribution, 
and  disposal  of  contractor  inventory. 

(29)  Issue  contract  modifications  requiring  the  con¬ 
tractor  to  provide  packing,  crating,  and  handling 
services  on  excess  Government  property.  When  the 
ACO  determines  it  to  be  in  the  Government's  inter¬ 
ests,  the  services  may  be  secured  from  a  contractor 
other  than  the  contractor  in  possession  of  the  proper¬ 
ty 

(30)  In  facilities  contracts— 


(1)  Evaluate  the  contractor's  requests  for  facili¬ 
ties  and  for  changes  to  existing  facilities  and  pro¬ 
vide  appropriate  recommendations  to  the  contract¬ 
ing  officer; 

(ii)  Ensure  required  screening  of  facility  items 
before  acquisition  by  the  contractor; 

(iii)  Approve  use  of  facilities  on  a  noninterfer¬ 
ence  basis  in  accordance  with  the  clause  at  52.245- 
9,  Use  and  Charges; 

(iv)  Ensure  payment  by  the  contractor  of  any 
rental  due;  and 

(v)  Ensure  reporting  of  items  no  longer  needed 
for  Government  production. 

(31)  Perform  production  support,  surveillance,  and 
status  reporting,  including  timely  reporting  of  poten¬ 
tial  and  actual  slippages  in  contract  delivery  sched¬ 
ules. 

(32)  Perform  pre-award  surveys  (see  Subpart  9.1). 

(33)  Advise  and  assist  contractors  regarding  their 
priorities  and  allocations  responsibilities  and  assist 
contracting  offices  in  processing  requests  for  special 
assistance  and  for  priority  ratings  for  privately 
owned  capital  equipment. 

(34)  Monitor  contractor  industrial  labor  relations 
matters  under  the  contract;  apprise  the  contracting 
officer  and,  if  designated  by  the  agency,  the  cogni¬ 
zant  labor  relations  advisor,  of  actual  or  potential 
labor  disputes;  and  coordinate  the  removal  of  urgent¬ 
ly  required  material  from  the  strikebound  contrac¬ 
tor’s  plant  upon  instruction  from,  and  authorization 
of,  the  contracting  officer. 

(35)  Perform  traffic  management  services,  includ¬ 
ing  issuance  and  control  of  Government  bills  of 
lading  and  other  transportation  documents. 

(36)  Review  the  adequacy  of  the  contractor's  traf¬ 
fic  operations. 

(37)  Review  and  evaluate  preservation,  packaging, 
and  packing. 

(38)  Ensure  contractor  compliance  with  contrac¬ 
tual  quality  assurance  requirements  (see  Part  46). 

(39)  Ensure  contractor  compliance  with  applicable 
safety  requirements,  including  contractual  require¬ 
ments  for  the  handling  of  hazardous  and  dangerous 
materials  and  processes. 

(40)  Perform  engineering  surveillance  to  assess 
compliance  with  contractual  terms  for  schedule,  cost, 
and  technical  performance  in  the  areas  of  design, 
development,  and  production. 

(41)  Evaluate  for  adequacy  and  perform  surveil¬ 
lance  of  contractor  engineering  efforts  and  manage¬ 
ment  systems  that  relate  to  design,  development,  pro¬ 
duction,  engineering  changes,  subcontractors,  tests, 
management  of  engineering  resources,  reliability  and 
maintainability,  data  control  systems,  configuration 
management,  and  independent  research  and  develop¬ 
ment. 
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(42)  Review  and  evaluate  for  technical  adequacy 
the  contractor’s  logistics  support,  maintenance,  and 
modification  programs. 

(43)  Report  to  the  contracting  office  any  inadequa¬ 
cies  noted  in  specifications. 

(44)  Perforin  engineering  analyses  of  contractor 
cost  proposals. 

(43)  Review  and  analyze  contractor-proposed  engi¬ 
neering  and  design  studies  and  submit  comments  and 
recommendations  to  the  contracting  office,  as  re¬ 
quired. 

(46)  Review  engineering  change  proposals  for 
proper  classification,  and  when  required,  for  need, 
technical  adequacy  of  design,  producibility,  and 
impact  on  quality,  reliability,  schedule,  and  cost; 
submit  comments  to  the  contracting  office. 

(47)  Assist  in  evaluating  and  make  recommenda¬ 
tions  for  acceptance  or  rejection  of  waivers  and  devi¬ 
ations. 

(48)  Evaluate  and  monitor  the  contractor's  proce¬ 
dures  for  complying  with  procedures  regarding  re¬ 
strictive  markings  on  data. 

(49)  Monitor  the  contractor's  value  engineering 
program. 

(30)  Review,  approve  or  disapprove,  and  maintain 
surveillance  of  the  contractor's  purchasing  system 
(see  Part  44). 

(31)  Consent  to  the  placement  of  subcontracts. 

(52)  Review,  evaluate,  and  approve  plant  or  divi¬ 
sion-wide  small  and  small  disadvantaged  business 
master  subcontracting  plans. 

(53)  Obtain  the  contractor's  currently  approved 
company-  or  division-wide  plans  for  small  business 
and  small  disadvantaged  business  subcontracting  for 
its  commercial  products,  or,  if  there  is  no  currently 
approved  plan,  assist  the  contracting  officer  in  evalu¬ 
ating  the  plans  for  those  products. 

(54)  Assist  the  contracting  officer,  upon  request,  in 
evaluating  an  offeror's  proposed  small  business  and 
small  disadvantaged  business  subcontracting  plans, 
including  documentation  of  compliance  with  similar 
plans  under  prior  contracts. 

(55)  By  periodic  surveillance,  ensure  the  contrac¬ 
tor's  compliance  with  small  business  and  small  disad¬ 
vantaged  business  subcontracting  plans  and  any  labor 
surplus  area  contractual  requirements;  maintain  docu¬ 
mentation  of  the  contractor's  performance  under  and 
compliance  with  these  plans  and  requirements;  and 
provide  advice  and  assistance  to  the  firms  involved, 
as  appropriate 

(5b)  Maintain  surveillance  of  flight  operations. 

(57)  Assign  and  perform  supporting  contract  ad¬ 
ministration. 

(5 hi  Ensure  timely  submission  of  required  reports. 

(5‘>)  Will,  the  exception  of  changes  in  accounting 
and  appropriation  data  which  must  be  issued  by  the 
contracting  office,  issue  administrative  changes  (see 
43.10)). 


(60)  Cause  release  of  shipments  from  contractor's 
plants  according  to  the  shipping  instructions.  When 
applicable,  the  order  of  assigned  priority  shall  be 
followed;  shipments  within  the  same  priority  shall  be 
determined  by  date  of  the  instruction. 

(61)  Obtain  contractor  proposals  for  any  contract 
price  adjustments  resulting  from  amended  shipping 
instructions.  ACO's  shall  review  all  amended  ship¬ 
ping  instructions  on  a  periodic,  consolidated  basis  to 
assure  that  adjustments  are  timely  made.  Except 
when  the  ACO  has  settlement  authority,  the  ACO 
shall  forward  the  proposal  to  the  contracting  officer 
for  contract  modification.  The  ACO  shall  not  delay 
shipments  pending  completion  and  formalization  of 
negotiations  of  revised  shipping  instructions. 

(b)  The  CAO  shall  perform  the  following  functions 
only  when  and  to  the  the  extent  specifically  authorized 
by  the  contracting  office: 

(1)  Negotiate  or  negotiate  and  execute  supplemen¬ 
tal  agreements  incorporating  contractor  proposals  re¬ 
sulting  from  change  orders  issued  under  the  Changes 
clause.  Before  completing  negotiations,  coordinate 
any  delivery  schedule  change  with  the  contracting 
office. 

(2)  Negotiate  prices  and  execute  priced  exhibits  for 
unpriced  orders  issued  by  the  contracting  officer 
under  basic  ordering  agreements. 

(3)  Negotiate  or  negotiate  and  execute  supplemen¬ 
tal  agreements  changing  contract  delivery  schedules. 

(4)  Negotiate  or  negotiate  and  execute  supplemen¬ 
tal  agreements  providing  for  the  deobligation  of  un¬ 
expended  dollar  balances  considered  excess  to  known 
contract  requirements. 

(5)  Issue  amended  shipping  instructions  and,  when 
necessary,  negotiate  and  execute  supplemental  agree¬ 
ments  incorporating  contractor  proposals  resulting 
from  these  instructions. 

(6)  Negotiate  changes  to  interim  billing  prices. 

(7)  Negotiate  and  definitize  adjustments  to  contract 
prices  resulting  from  exercise  of  an  economic  price 
adjustment  clause  (see  Subpart  16.2). 

(8)  Issue  change  orders  and  negotiate  and  execute 
resulting  supplemental  agreements  under  contracts 
for  ship  construction,  conversion,  and  repair. 

(c)  Any  additional  contract  administration  functions 
not  listed  in  42.302(a)  and  (b),  or  not  otherwise  delegat¬ 
ed,  remain  the  responsibility  of  the  contracting  office. 

SUBPART  42.4— CORRESPONDENCE  AND 
VISITS 

42.401  Contract  correspondence. 

(a)  The  contracting  officer  (or  other  contracting 
agency  personnel)  normally  shall  (1)  forward  corre¬ 
spondence  relating  to  assigned  contract  administration 
functions  through  the  cognizant  contract  administration 
office  (CAO)  to  the  contractor  and  (2)  provide  a  copy 
for  the  CAO’s  file.  When  urgency  requires  sending 


A-55 


B-161 


42.403 


FEDERAL  ACQUISITION  REGULATION  (FAR) 


such  correspondence  directly  to  the  contractor,  a  copy 
shall  be  sent  concurrently  to  the  CAO. 

(b)  The  CAO  shall  send  the  contracting  office  a 
copy  of  pertinent  correspondence  conducted  between 
the  CAO  and  the  contractor. 

42.402  Visits  to  contractors'  facilities. 

(a)  Government  personnel  planning  to  visit  a  con* 
tractor’s  facility  in  connection  with  one  or  more  Gov¬ 
ernment  contracts  shall  provide  the  cognizant^  CAO 
with  the  following  information,  sufficiently  in  advance 
to  permit  the  CAO  to  make  necessary  arrangements: 

(1)  Visitors*  names,  official  positions,  and  security 
clearances. 

(2)  Date  and  duration  of  visit. 

(3)  Name  and  address  of  contractor  and  personnel 
to  be  contacted. 

(4)  Contract  number,  program  involved,  and  pur¬ 
pose  of  visit. 

(5)  If  desired,  visitors  to  a  contractor's  plant  may 
request  that  a  representative  of  the  CAO  accompany 
them.  In  any  event,  the  CAO  has  final  authority  to 
decide  whether  a  representative  shall  accompany  a 
visitor. 

(b)  Visitors  shall  fully  inform  the  CAO  of  any  agree¬ 
ments  reached  with  the  contractor  or  other  results  of 
the  visit  that  may  affect  the  CAO. 

42.403  Evaluation  of  contract  administration  offices. 
Onsite  inspections  or  evaluations  of  the  performance 

of  the  assigned  functions  of  a  contract  administration 
office  shall  be  accomplished  only  by  or  under  the  di¬ 
rection  of  the  agency  of  which  that  office  is  a  part. 

SUBPART  42.5— POSTAWARD  ORIENTATION 

42.500  Scope  of  subpart. 

This  subpart  prescribes  policies 'and  procedures  for 
the  postaward  orientation  of  contractors  and  subcon¬ 
tractors  through  (a)  a  conference  or  (b)  a  letter  or 
other  form  of  written  communication. 

42.501  General. 

(a)  A  postaward  orientation  aids  both  Government 
and  contractor  personnel  to  (I)  achieve  a  clear  and 
mutual  understanding  of  all  contract  requirements  and 

(2)  identify  and  resolve  potential  problems.  However,  it 
is  not  a  substitute  for  the  contractor's  fully  understand¬ 
ing  the  work  requirements  at  the  time  offers  are  sub¬ 
mitted,  nor  is  it  to  be  used  to  alter  the  final  agreement 
arrived  at  in  any  negotiations  leading  to  contract 
award. 

(b)  Postaward  orientation  is  encouraged  to  assist 
small  business  and  small  disadvantaged  business  con¬ 
cerns  (see  Part  19). 

(c)  While  cognizant  Government  or  contractor  per¬ 
sonnel  may  request  the  contracting  officer  to  arrange 
for  orientation,  it  is  up  to  the  contracting  officer  to 
decide  whether  a  postaward  orientation  in  any  form  is 
necessary. 


(d)  Maximum  benefits  will  be  realized  when  orienta¬ 
tion  is  conducted  promptly  after  award. 

42.502  Selecting  contracts  for  postaward  orientation. 

When  deciding  whether  postaward  orientation  is 
necessary  and,  if  so,  what  form  it  shall  take,  the  con¬ 
tracting  officer  shall  consider,  as  a  minimum,  the — 

(a)  Nature  and  extent  of  the  preaward  survey  and 
any  other  prior  discussions  with  the  contractor; 

(b)  Type,  value,  and  complexity  of  the  contract; 

(c)  Complexity  ano  acquisition  history  of  the  product 
or  service; 

(d)  Requirements  for  spare  pans  and  related  equip¬ 
ment; 

(e)  Urgency  of  the  delivery  schedule  and  relationship 
of  the  product  or  service  to  critical  programs; 

(0  Length  of  the  planned  production  cycle; 

(g)  Extent  of  subcontracting; 

(h)  Contractor’s  performance  history  and  experience 
with  the  product  or  service; 

(i)  Contractor's  status,  if  any,  as  a  small  business  or 
small  disadvantaged  business  concern; 

(j)  Contractor's  performance  history  with  small  busi¬ 
ness  and  small  disadvantaged  business  subcontracting 
programs; 

(k)  Safety  precautions  required  for  hazardous  materi¬ 
als  or  operations;  and 

0)  Complex  financing  arrangements,  such  as  progress 
payments,  advance  payments,  or  guaranteed  loans. 
42303  Postaward  conferences. 

42303-1  Postaward  conference  arrangements. 

(a)  The  contracting  officer  who  decides  that  a  con¬ 
ference  is  needed  is  responsible  for— 

(1)  Establishing  the  lime  and  place  of  the  confer¬ 
ence; 

(2)  Preparing  the  agenda,  when  necessary; 

(3)  Notifying  appropriate  Government  representa¬ 
tives  (e.g.,  contracting/contract  administration  office) 
and  the  contractor; 

(4)  Designating  or  acting  as  the  chairperson; 

(5)  Conducting  a  preliminary  meeting  of  Govern¬ 
ment  personnel;  and 

(6)  Preparing  a  summary  report  of  the  conference. 

(b)  When  the  contracting  office  initiates  a  confer¬ 
ence,  the  arrangements  may  be  made  by  that  office  or, 
at  its  request,  by  the  contract  administration  office. 
42.503-2  Postaward  conference  procedure. 

The  chairperson  of  the  conference  shall  conduct  the 
meeting.  Unless  a  contract  change  is  contemplated,  the 
chairperson  shall  emphasize  that  it  is  not  the  purpose  of 
the  meeting  to  change  the  contract.  The  contracting 
officer  may  make  commitments  or  give  directions 
within  the  scope  of  the  contracting  officer's  authority 
and  shall  put  in  writing  and  sign  any  commitment  or 
direction,  whether  or  not  it  changes  the  contract.  Any 
change  to  the  contract  that  results  from  the  postaward 
conference  shall  be  made  only  by  a  contract  modifica- 
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lion  (ice  43.101)  referencing  the  applicable  terms  of  the 
contract.  Participants  without  authority  to  bind  the 
Government  shall  not  take  action  that  in  any  way 
alters  the  contract.  The  chairperson  shall  include  in  the 
summary  report  (see  42.303*3  below)  all  information 
and  guidance  provided  to  the  contractor. 

42.503-3  Postaward  conference  report 

The  chairperson  shall  prepare  and  sign  a  report  of 
the  postaward  conference.  The  report  shall  cover  all 
items  discussed,  including  areas  requiring  resolution, 
controversial  matters,  the  names  of  the  participants  as¬ 
signed  responsibility  for  further  actions,  and  the  due 
dates  for  the  actions.  The  chairperson  shall  furnish 
copies  of  the  report  to  the  contracting  office,  the  con¬ 
tract  administration  office,  the  contractor,  and  others 
who  require  the  information. 

42.504  Postaward  letters. 

In  some  circumstances,  a  letter  or  other  written  form 
of  communication  to  the  contractor  may  be  adequate 
postaward  orientation  (in  lieu  of  a  conference).  The 
letter  should  identify  the  Government  representative 
responsible  for  administering  the  contract  and  cite  any 
unusual  or  significant  contract  requirements.  The  rules 
on  changes  to  the  contract  in  42.503-2  also  apply  here. 

42.505  Postaward  subcontractor  conferences. 

(a)  The  prime  contractor  is  generally  responsible  for 
conducting  postaward  conferences  with  subcontractors. 
However,  the  prime  contractor  may  invite  Govern¬ 
ment  representatives  to  a  conference  with  subcontrac¬ 
tors,  or  the  Government  may  request  that  the  prime 
contractor  initiate  a  conference  with  subcontractors. 
The  prime  contractor  should  ensure  that  representa¬ 
tives  from  involved  contract  administration  offices  are 
invited. 

(b)  Government  representatives  (1)  must  recognize 
the  lack  of  privity  of  contract  between  the  Govern¬ 
ment  and  subcontractors,  (2)  shall  not  take  action  that 
is  inconsistent  with  or  alters  subcontracts,  and  (3)  shall 
ensure  that  any  changes  in  direction  or  commitment 
affecting  the  prime  contract  or  contractor  resulting 
from  a  subcontractor  conference  are  made  by  written 
direction  of  the  contracting  officer  to  the  prime  con¬ 
tractor  in  the  same'  manner  as  described  in  42.303-2. 


A  -57 


42.2-1 


PART  42— CONTRACT  ADMINISTRATION 
SUBPART  42.2— ASSIGNMENT  OF  CONTRACT  ADMINISTRATION 

42.203  Retention  of  Contract  Administration. 

(a)  When  any  field  contract  administration  service  is  required, 
the  oontraot  will  be  assigned  for  administration  regardless  of  dollar 
value. 

(2)  The  purchasing  office  may  retain  responsibility  for 
administration  of  contracts  listed  below: 

(i)  contracts  of  or  in  support  of  the  National  Security  Agency; 

(ii)  contracts  for  coal  or  bulk  petroleum; 

(iii)  research  and  development  contracts; 

(iv)  grants; 

(v)  contracts  for  flight  training; 

(vi)  contracts  for  headstones  and  gravemarkers; 

(vii)  contracts  for  industry  technical  representatives; 

(viii)  contracts  for  consultant  support  services; 

(ix)  geodetic  mapping,  air  charting,  and  information  center 
contracts; 

(x)  base,  post,  camp,  and  station  purchases; 

(xi)  contracts  for  operation  or  maintenance  of,  or  installation 
of  equipment  at  radar  or  communications  network  sites,  e.g.,  SAGE, 
BMEWS,  JCSAN,  WHITE  ALICE,  etc.; 

(xii)  communications  service  contracts; 

(xiii)  contracts  for  installation,  operation  and  maintenance  of 
spacetrack  sensors  and  relays; 

(xiv)  Dependents  Medicare  Program  contracts; 

(xv)  stevedoring  contracts; 

(xvi)  contracts  for  construction  and  maintenance  of  military  and 
civil  public  works,  including  harbors,  docks,  port  facilities, 
military  housing,  development  of  recreational  facilities,  water 
resources,  flood  control,  and  public  utilities; 

(xvii)  architect-engineer  (A-E)  contracts; 

(xviii)  contracts  for  airlift  and  sealift — Military  Airlift  Command 
and  Military  Sealift  Command  may  perform  contract  administration 
services  at  contractor  locations  involved  solely  in  performance  of 
airlift  or  sealift  contracts; 

(xix)  contracts  for  subsistence  supplies; 

(xx)  ballistic  missile  site  contracts — supporting  administration 
of  these  contracts  may  be  performed  at  missile  activation  sites  during 
the  installation,  test,  and  checkout  of  the  missiles  and  associated 
equipment;  and 

(xxi)  contracts  for  operation  and  maintenance  of,  or  installation 
of  equipment  at,  military  test  ranges,  facilities,  and  installations. 

(b)  To  avoid  duplication  of  field  contract  administration 
capability,  except  for  the  performance  of  (xviii)  and  (xx)  above, 
contract  administration  personnel  from  the  purchasing  office  shall  not 
be  located  at  contractors'  facilities.  If  field  assistance  from  a  DoD 
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contract  administration  services  component  is  needed  in  the 
administration  of  these  contracts,  such  assistance  will  be  requested 
by  assignment  of  supporting  contract  administration  to  the  contract 
administration  offices  listed  in  DoD  Directory  4105.59-H  as  cognizant 
of  the  contractor's  facility  (facilities)  at  which  the  supporting 
contract  administration  function(s)  is  required.  Specific 
instructions  as  to  the  assistance  needed  will  be  furnished.  If  field 
assistance  is  needed  in  the  performance  of  the  major  portion  of 
applicable  contract  administration  functions,  the  contract  will  be 
reassigned  to  the  cognizant  contract  administration  office. 

42.204  Supporting  Contract  Administration. 

(a)  Generally,  the  office  for  performing  supporting  functions 
shall  be  selected  from  the  list  in  DoD  Directory  4105. 59-H.  However, 
in  special  circumstances  (for  example,  when  contractor's  work  site  is 
a  military  base),  a  component  of  a  military  command  not  listed  in  DoD 
Directory  4105.59-H  may  be  selected  to  perform  supporting  contract 
administration  when  prior  coordination  between  the  offices  concerned 
has  indicated  that  such  an  arrangement  is  feasible  and  that  adequate 
resources  are  available,  but  see  42.270.  Where  supporting  contract 
administration  is  required  on  a  contractor  purchase  order  or 
subcontract  which  includes  FMS  requirements,  the  requesting  CA0  shall 
clearly  indicate  "FMS  Requirement"  on  the  face  of  the  document  and 
provide  the  FMS  case  identifier  code,  associated  item  quantity,  and 
related  DoD  prime  contract  number  and  contract  line/subline  item 
number.  When  more  than  one  FMS  case  is  involved,  the  information 
shall  be  provided  for  each. 

42.205  Designation  of  the  Paying  Office. 

(a)  Defense  Contract  Administration  Services  Disbursing  Office. 
Contracts  assigned  to  an  office  of  Defense  Contract  Administration 
Services  for  administration  shall  also  specify  disbursement  by  the 
cognizant  Defense  Contract  Administration  Services  Regional  Office  if 
funded  with  DoD  funds  (i.e.,  Department  codes  17  (Navy),  21  (Army),  57 
(Air  Force),  97  (OSD,  including  Defense  Agencies),  and  43  (Civil 
Defense).  For  any  other  department  or  agency  funds,  the  payment 
office  serving  that  department  or  agency  must  be  cited  for  the  portion 
of  the  contract  covered  by  non-DoD  funds,  even  though  the  contract  is 
otherwise  wholly  administered  by  the  DCASR, 

(b)  Other  Disbursing  Office(s).  Any  contract  not  assigned  to  a 
Defense  Contract  Administration  Services  Office  for  administration 
shall  designate  a  disbursing  office  in  accordance  with  Departmental  or 
Agency  regulations.  Such  contract,  if  issued  for  requirements  of  more 
than  one  Department  or  Agency,  may  provide  for  payment  by  more  than 
one  disbursing  office. 

(c)  Disbursement  for  Air  Force  Missile  Propellant  Contracts. 

The  Department  of  the  Air  Force  shall  retain  the  disbursement  function 
on  all  contracts  for  Air  Force  missile  propellants. 
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42.270  Contracts  Requiring  Performance  of  Contract  Administration 
Services  (CAS)  on  Military  Installations . 

(a)  Contract  administration  functions  on  a  military  installation 
are  normally  performed  by  the  installation  commander  who  is 
responsible  for  its  continued  operation  as  a  military  base.  Where 
work  on  the  military  installation  is  unrelated  to  the  base  mission  and 
requires  skills  and  resources  which  exceed  the  installation 
commander's  capability,  DCAS  shall,  upon  request  by  the  relevant 
service,  provide  the  required  contract  administration  functions.  When 
a  contractor's  normal  place  of  industrial  operation  is  located  on  a 
military  base  because  of  the  availability  of  real  estate  or  the 
existence  of  an  industrial  facility  on  that  base,  DCAS  shall  have 
cognizance  of  that  facility,  unless  cognizance  has  otherwise  been 
assigned  to  a  Military  Department  in  accordance  with  DoDI  4105.59. 

(b)  The  Military  Departments  shall  coordinate  their  Departmental 
contract  administration  efforts  so  as  to  avoid  mixed  contract 
administration  arrangements  which  result  when  more  than  one  CAS 
activity  performs  CAS  at  the  same  military  installation. 

(c)  DCAS  shall  provide  preaward  survey  assistance  for  post, 
camp,  and  station  work  performed  on  military  installations.  The 
purchasing  office  and  the  DCAS  preaward  survey  monitor  shall  jointly 
determine  the  scope  of  the  survey  and  individual  responsibilities. 

(d)  All  requests  from  the  Military  Departments  for  Defense 
Logistics  Agency /Defense  Contract  Administration  Services  support 
under  (a)  above  should  be  coordinated  to  ensure  availability  of  the 
capability  and  resources  for  performing  requested  functions. 
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42.302  Contraot  Administration  Functions. 

(a)(11)(ii)  &  (ill)  For  those  oontraotors  with  whioh  the  Tri- 
Service  Contracting  Officer  negotiates  advance  agreements  pursuant  to 
FAR  42.10,  he  shall  have  full  authority  for  determinations  related  to 
CAS  420. 

(70)  Perform  industrial  readiness  and  mobilization  produotion 
planning  field  surveys  and  schedule  negotiations. 

(71)  Perform  post  award  surveillance  of  contractor  progress 
toward  demonstration  of  Cost/Schedule  Control  Systems  to  meet  the 
Cost/Schedule  Control  Systems  Criteria,  provide  assistance  in  the 
review  and  acceptance  of  contractors'  Cost/Schedule  Control  Systems, 
and  perform  post  acceptance  surveillance  to  ensure  continuing 
operation  of  contractors'  accepted  systems.  (See  34.005-70.) 

(72)  Monitor  the  contractor's  cost3  as  prescribed  under  Subpart 
42.70. 

(73)  In  connection  with  classified  contracts,  administer  those 
portions  of  the  Industrial  Seourity  Program  designated  as  ACO 
responsibilities  in  the  ISR  and  ISM.  (See  Appendix  C,  Industrial 
Security  Regulation,  DoD  5220. 22-R,  for  partial  listing  of  primary 
responsibilities  (also  see  FAR  4.401).) 

(74)  In  connection  with  the  provisions  of  paragraph  (b)  of  the 
clause  at  FAR  52.225-10,  Duty-Free  Entry,  and  paragraph  (c)  of  the 
clause  at  52.225-7008,  Duty-Free  Entry — Qualifying  Country  End 
Products  and  Supplies,  negotiate  and  issue  appropriate  contract 
modifications  reducing  contract  prices. 
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42.501  Central. 

The  need  for  a  poataward  orientation  conference  normally  will  be 
eatabliahed  aa  a  reault  of  aubatantlve  review  and  analysis  of  the 
oontract  by  the  Contraot  Administration  Offioe.  However,  the 
contracting  offioer  or  technical  repreaentatlve  of  the  purchasing 
of fire  may  initiate  the  request  for  a  conference.  A  conference  of 
Government  personnel  normally  shall  be  held  prior  to  notifying  and 
conferring  with  the  contractor  to  assure  that  the  Government  position 
on  all  matters  is  established. 

42.503- 1  Poataward  Conference  Arrangements. 

(a)(2)  The  agenda  of  the  postaward  conference  may  include  such 
matters  as  are  Indicated  on  DD  Form  1484. 

42.503- 2  Poataward  Conference  Procedure. 

The  chairperson  shall  use  the  DD  Form  1484  in  conducting  the 
conference  to  assure  that  all  significant  matters  are  covered. 

42.503- 3  Poataward  Conference  Report. 

The  chairperson  may  use  the  DD  Form  1484  as  the  summary  report 
where  appropriate. 
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OCAS  Inage  and  Relationship  with  Buying  Activities 
An  Evaluation  of  the  Current  Envlronnent 


Assessing  the  quality  of  the  DCAS  support  to  buying  activities  required  that 
an  evaluation  be  made  of  the  overall  DCAS  system,  as  well  as  an  evaluation  of 
the  perceived  effectiveness  of  performance  under  that  system. 

In  general,  procurement  and  administration  personnel  consider  the  quality  of 
DCAS  support  to  be  continually  improving,  and  that  the  ACO/PCO  relationship  Is 
better  than  it  has  been  in  past  years.  Personnel  at  major  buying  activities 
believe  DCAS,  in  most  instances,  capably  provides  an  essential,  worthwhile 
service.  This  opinion  should  not  be  construed  to  mean  that  improvements 
aren't  needed.  Both  ACOs  and  PCOs  feel  that  a  realignment  of  emphasis  in 
certain  DLA  procedures  for  doing  business  would  improve  operations  and 
increase  productivity.  To  enhance  the  DCAS  image,  DLA  must  give  top  priority 
to  being  responsive  to  the  needs  of  the  buying  activities. 

In  setting  its  internal  policies  and  goals,  DLA  has  often  failed  to  consider 
its  customers'  true  requirements.  DLA  has  created  a  system  predicated  on 
"management  by  exception,"  with  the  bulk  of  contract  activity  performed  on  an 
"as  required"  basis.  This  system  effectively  prevents  proactive  contract 
management  on  low  dollar  value,  fixed-price  contracts  and  purchase  orders,  and 
gives  credence  to  buying  activities'  complaints  that  ACOs  are  dollar  oriented, 
not  mission  oriented,  and  that  the  more  mundane  the  contract  type,  the  less 
attention  it  receives  from  DCAS.  Buying  activities,  not  aware  of  how  the 
system  limits  DCAS's  service  until  after  a  problem  arises,  are  frustrated  when 
they  don't  receive  the  support  they  expect  and  require.  This  type  of 
experience  contributes  to  the  PCO's  perception  that  DCAS  is  at  times  non- 
responsive  to  their  needs.  The  Image  of  DCAS  is  especially  poor  within  the 
Agency  itself,  at  the  DLA  Supply  Centers,  where  the  majority  of  awards  made 
are  low  dollar,  fixed-price  contracts  and  orders.  Clearly,  DLA  needs  to 
revise  the  system  and  allot  the  necessary  resources  to  ensure  better  coverage 
is  provided.  Also,  the  Agency  has  to  articulate  its  system  to  the  buying 
activities  to  preclude  unrealistic  expectations. 

Buying  activities  are  particularly  concerned  about  DCAS  attention,  or  lack  of 
attention,  to  mission  requirements.  PCOs  consistently  complain  that  delivery 
status  reporting  is  inadequate,  being  "too  little  and  too  late"  to  serve  any 
useful  purpose.  They  feel  they  obtain  better  production  information  from  the 
QAR  than  from  the  IS.  Another  primary  area  of  concern  pertains  to  the  quality 
of  pricing  support.  PCOs  feel  that  pricing  reports  are  not  sufficiently 
detailed,  that  they  don't  specifically  address  the  contractor's  proposal,  and 
don't  reconcile  differences  between  the  audit  and  technical  reports.  Pricing 
reviews  of  proposals  under  $500,000  are  considered  too  superficial.  PCOs  also 
question  the  depth  of  pre--award  surveys.  In  general,  buying  activities 
believe  DCAS  response  is  too  slow  in  the  pre-contract  stage,  and  that  PCO 
response  to  ACOs  is  too  slow  in  the  postaward  stage.  Also,  the  activities, 
including  the  DLA  Supply  Centers,  acknowledge  that  they  know  little  about  the 
various  DCAS  functions. 

The  Image  of  DCAS  Is  affected  by  the  Buying  Activities'  perception  that  ACOs 
are  more  responsive  to  institutional  demands  than  to  the  PCOs  needs. 
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Condition  Found  During  Study 


1.  DLA  relies  on  the  Service  school  (AFIT,  ALMC,  NAVMAT)  courses  to  train  its 
employees.  These  courses  provide  the  broad  concepts  and  theory  of  the 
acquisition  process  and  emphasize  the  procurement  role  rather  than  that  of 
administration. 

2.  Existing  courses  do  not  recognize  the  distinct  difference  between 
procurement  and  administration  functions.  There  is  no  course  available  that 
addresses  the  multi-functional  needs  of  DCAS  employees. 

3.  Course  material  and  personnel  training  have  not  Kept  pace  with  the  changes 
to  the  acquisition  process. 

4.  Procurement  personnel  and  administration  personnel  are  largely  unfamiliar 
with  each  other's  organizational  structure  and  function. 

5.  Training  courses  are  not  scheduled  sufficiently  in  advance  to  allow 
effective  use  of  resources.  Late  notification  of  availability  too  frequently 
results  in  lost  slots  or  cancelled  courses. 

6.  Buying  activities  are  not  conversant  with  DLA  programs  and  procedures  that 
focus  on  problem  contractors,  such  as  the  Contractor  Improvement  Program  (CIP) 
and  Quality  Assurance  Corrective  Action  {Method  A,B,C,D,E). 

7.  DCAS  is  a  multi-functional  organization  composed  of  a  variety  of  technical 
specialists  at  the  managerial,  staff,  and  operational  levels.  Each  technical 
specialist  is  directed  by  and  reports  to  his/her  supervisory  chain  of  command 
in  all  work  matters.  These  specialists  are  generally  not  co-located  and  do 
not  share  common  workloads. 

8.  The  ACO,  purported  to  be  the  AMT  leader,  is  responsible  for  effective 
mission  management.  However,  the  ACO  is  hampered  in  fulfilling  that 
responsibility  and  is  unable  to  make  commitments  to  PCOs  because  the  ACO 
cannot  direct  the  various  functional  specialists. 

9.  PCOs  feel  ACOs  devote  more  attention  to  satisfying  institutional  demands 
and  internal  quotas  than  to  supporting  their  contracts.  The  DLA  goals 
emphasize  tasks  that  are  easily  measurable  rather  than  mission  critical. 

10.  The  preponderance  of  internal  reporting  is  the  primary  concern  of 
management,  staff,  and  operations  personnel.  Redundant  and  voluminous 
reporting  requirements  decrease  productivity  and  impact  the  quality  of  support 
provided  to  the  PCOs.  Continuous  requests  for  seemingly  superfluous  reports 
from  top  management  and  outside  activities  require  unrealistically  fast 
response  times  that  interrupt  operations,  and  degrade  the  quality  of  the 
information  provided. 

11.  New  regulations  and  Agency  directives  and  policy  are  often  distributed  to 
field  personnel  unaccompanied  by  implementing  procedures,  or  reflecting 
implementation  guidance  that  conflicts  with  the  practices  of  the  Services  and 
DCAA.  An  excellent  example  of  this  conflict  is  the  varied  reaction  to  the 
Joint  Services  Agreement  for  uniform  escalation  rates.  Contracting  Officers 
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within  the  buying  activities  cannot  exceed  the  objectives  without  top 
management  review.  OCAA  auditors  have  been  directed  to  continue  using  the 
disaggregate  Date  Resources  Index  to  develop  recommended  rates.  OLA 
Contracting  Officers  are  to  use  the  DRI's  Private/Nonfarm  Index.  The  DCAS 
ACOs  negotiate  forward  pricing  rate  agreements  (FPRAs)  for  use  by  all 
Government  Contracting  Officers.  The  ACO's  settlement  must  be  consistent  with 
DCAA's  recommendations,  or  additional  justification  and  review  are  required; 
yet  the  ACO  and  OCAA  are  tasked  to  use  different  indices.  Further,  if  the 
resultant  FPRA  exceeds  the  Service's  uniform  rates,  the  PCO  can't  utilize  the 
FPRA,  although  he  is  required  by  regulation  to  do  so.  Lack  of  guidance,  and 
contradictory  guidance,  prevents  DCAS  from  supporting  PCOs  in  an  informed, 
consistent  manner. 

12.  DLA's  grade  structure  is  not  compatible  with  the  other  Services  or  with 
industry.  This  restricts  the  Agency's  capability  to  recruit  and  retain 
qualified  professionals,  and  contributes  to  excessive  turnover  rates  that 
cripple  productivity.  It  also  affects  the  buying  activities'  perception  of 
DCAS  employees,  reducing  their  willingness  to  recognize  DCAS  as  an  equal 
partner  in  the  acquisition  process. 

13.  Political  issues  can  result  in  top  management  directives  that  place  ACOs 
in  the  difficult  position  of  attempting  to  enforce  edicts  that  are,  in  effect, 
constructive  changes  to  the  contract  which  are  subject  to  contractor  claims. 

An  example  is  the  recent  directive  regarding  certification  of  overhead  costs 
in  billings.  It  mandated  that  ACOs  withhold  payments  from  contractors  until 
the  certification  was  received,  yet  the  ACO  had  no  contractual  authority  to  do 
so. 


14.  Face-to-face  contact  between  ACOs  and  PCOs  is  relatively  rare  since  few 
interagency  visits  are  made  at  the  operations  level.  Neither  individual  is 
familiar  with  the  work  environment  and  organizational  process  of  the  other. 

15.  ACOs  and  PCOs  rely  heavily  on  telephone  and  written  communications. 

Delays  and  misrouting  occur  when  the  authorized  representative  on  a  specific 
contract  is  not  identified. 

16.  ACOs  review  contracts  to  determine  whether  a  Post  Award  Orientation 
Conference  (PAOC)  should  be  scheduled  with  the  contractor  to  clarify  contract 
requirements  and  assure  mutual  understanding  .  The  decision  is  based  on  the 
complexity  of  the  contract  and  the  performance  record  of  the  contractor. 
Workload  constraints  cause  inadequate  initial  contract  review.  As  a  result, 
PAOCs  are  not  convened  as  frequently  as  they  should  be.  When  PAOCs  are  held, 
PCOs  are  invited,  but  rarely  attend. 

17.  PCOs  rely  on  DCAS  and  DCAA  for  pricing  and  audit  support  on  major 
negotiations.  While  PCOs  occasionally  perform  fact-finding  at  the  contractors 
plant,  negotiators  are  conducted  at  the  buying  activity,  without  the  presence 
of  the  DCAS  specialists.  Contractors  frequently  amend  their  proposals  or 
introduce  new  data  at  the  negotiating  table. 

18.  Contracting  Officers  (ACOs  and  PCOs)  consider  the  information  provided  in 
pricing,  audit,  and  technical  reports  to  be  insufficient  to  develop  sound 
negotiation  objectives. 
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19.  PCOs,  technical  personnel,  and  other  buying  activity  representatives 
visit  contractor  facilities  without  providing  the  required  notice  to  the 
cognizant  DCAS  representatives.  These  representatives  rarely  meet  with  DCAS 
personnel . 

20.  PCOs  feel  ACOs  are  dollar  oriented,  not  mission  oriented,  and  that  the 
more  mundane  the  contract  type,  the  less  attention  it  receives  from  the  ACO. 
This  opinion  is  particularly  prevalent  within  the  DLA  Supply  Centers. 

21.  A  primary  concern  of  all  buying  activities  is  the  inadequacy  of  DCAS 
delivery  reporting.  Notification  is  not  provided  in  a  timely  manner,  and 
lacks  sufficient  detail.  Surveillance  Critically  Designators  and  priority 
codes  are  supplied  differently  by  the  Services. 


A-67 


NOTES 


Chapter  B 

CONTRACT  ft  CONTRACTOR  FINANCING 


Management  of  payments  to  contractors  is  a  major  duty  of  the  contract 
administration  team.  It  is  imperative  that  the  contractor  receive  payments 
due  but  they  must  be  reviewed  frequently  enough  to  prevent  overpayment.  This 
chapter  contains  clauses  which  may  appear  in  a  contract,  examples  to  clarify 
portions  of  FAR  Part  32,  and  a  case  which  may  be  used  by  your  instructor. 
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SCHOOL  OF  SYSTEMS  AND  LOGISTICS 


ADVANCED  CONTRACT  ADMINISTRATION  COURSE  (PPM  304) 


SUBJECT;  Contractor  and  Contract  Financing 
TIME:  6  Hrs 

OBJECTIVE :  Comprehend  the  policies  and  methods  of  contract 

financing . 

SAMPLES  OF  BEHAVIOR: 

a.  State  DOD  policy  regarding  government  financing  of 
contractors . 

b.  List  various  sources  of  government  financial 
assistance. 

c.  Demonstrate  the  use  of  liquidation  and  alternate 
liquidation  rates  in  the  administration  of  progress 
payments . 

d.  Compute  the  fair  value/loss  ratio. 

INSTRUCTIONAL  METHODS:  Lecture/Discussion 

Case  Analysis 

STUDENT  INSTRUCTIONAL  MATERIALS:  ACA  Textbook 

REQUIRED  STUDENT  PREPARATION:  As  defined  in  Chapter  "B"  of 

the  ACA  textbook. 


B-l  •  1 


CONTRACTOR'S  REQUEST  FOR  PROGRESS  PAYMENT 


Form  Ap pt<i\ad 
OMB  No  3090-0105 


IMPORTANT:  This  form  is  to  be  completed  in  accordance  with  Instructions  on  reverse. 


SECTION  I  -  IDENTIFICATION  INFORMATION 


SECTION  II  -  STATEMENT  OF  COSTS  UNDER  THIS  CONTRACT  THROUGH _ 


9.  PAID  COSTS  ELIGIBLE  UNOER  PROGRESS  PAYMENT  CLAUSE 


10.  INCURRED  COSTS  ELIGIBLE  UNDER  PROGRESS  PAYMENT  CLAUSE 


11.  TOTAL  COSTS  ELIGIBLE  FOR  PROGRESS  PAYMENTS  (Ifm  9  plu,  10 ) 


12.  •  TOTAL  COSTS  INCURRED  TO  DATE 


b.  ESTIMATED  ADDITIONAL  COST  TO  COMPLETE 


13  ITEM  1 1  MULTIPLIED  BY  ITEM  6a 


14.  •  PROGRESS  PAYMENTS  PAID  TO  SUBCONTRACTORS 


b.  LIQUIDATED  PROGRESS  PAYMENTS  TO  SUBCONTRACTORS 


c.  UNLIQUIDATED  PROGRESS  PAYMENTS  TO  SUBCONTRACTORS  ( Item  14a  l ess  14b) 


d  SUBCONTRACT  PROGRESS  BILLINGS  APPROVED  FOR  CURRENT  PAYMENT 


e.  ELIGIBLE  SUBCONTRACTOR  PROGRESS  PAYMENTS  ( Item  14c  plus  lid) 


IS.  TOTAL  DOLLAR  AMOUNT  (Item  13  plus  14c) 


10.  ITEM  6  MULTIPLIED  BY  ITEM  6b 


17.  LESSER  OF  ITEM  15  OR  ITEM  16 


18.  TOTAL  AMOUNT  OF  PREVIOUS  PROGRESS  PAYMENTS  REQUESTED 


19  MAXIMUM  BALANCE  ELIGIBLE  FOR  PROGRESS  PAYMENTS  (Item  1 7  last  IB) 


SECTION  III  -  COMPUTATION  OF  LIMITS  FOR  OUTSTANDING  PROGRESS  PAYMENTS 

*S££  SPECIAL  INSTRUCTIONS  ON  BACK  FOR  USE  UNDER  THE  FEDERAL  ACQUISITION  REGULATION. 


20  COMPUTATION  OF  PROGRESS  PAYMENT  CLAUSE  MB  Hi)  oro(4)(t))  LIMITATION* 

•  COSTS  INCLUDED  IN  ITEM  1 1.  APPLICABLE  TO  ITEMS  DELIVERED,  INVOICED.  AND 
ACCEPTED  TO  THE  OAT6  IN  HEADING  OF  SECTION  II 


b  COSTS  ELIGIBLE  FOR  PROGRESS  PAYMENTS,  APPLICABLE  TO  UNDELIVERED  ITEMS 
AND  TO  DELIVERED  ITEMS  NOT  INVOICED  AND  ACCEPTED  (Item  11  lass  20o) 


c  ITEM  20b  MULTIPLIED  BY  ITEM  6a 


d  ELIGIBLE  SUBCONTRACTOR  PROGRESS  PAYMENTS  ((tarn  14a) 


•  LIMITATION  a(3)(i)  or  a(4)(i)  fffrm  20c  plut  20*1 )  • 


21  COMPUTATION  OF  PROGRESS  PAYMENT  CLAUSE  ( a(3l(ll )  or  a  14)00)  LIMITATION 

a.  CONTRACT  PRICE  OF  ITEMS  DELIVERED.  ACCEPTED  AND  INVOICED  TO  DATE  IN 
HEADING  OF  SECTION  II 


b  CONTRACT  PRICE  OF  ITEMS  NOT  DELIVERED.  ACCEPTED  AND  INVOICED  litem  5  lass  21a) 


c  ITEM  21b  MULTIPLIED  BY  ITEM  6b 


d  UNLIQUIDATED  ADVANCE  PAYMENTS  PLUS  ACCRUED  INTEREST 


w  LIMITATION  (a(3)fll)  or  a(4)(ll))  (Ham  21c  less  2 Id) 


22  MAXIMUM  UNLIQUIDATED  PROGRESS  PAYMENTS  ( La  star  of  Hem  20c  or  tie) 


23  TOTAL  AMOUNT  APPLIED  AND  TO  BE  APPLIED  TO  REOUCE  PROGRESS  PAYMENT 


24.  UNLIQUIDATED  PROGRESS  PAYMENTS  (Kam  18  lass  23)  _  _  _  _ 


25.  MAXIMUM  PERMISSIBLE  PROGRESS  PAYMENTS  lltam  23  less  24)  _ 


26  AMOUNT  OF  CURRENT  INVOICE  FOR  PROGRESS  PAYMENT  {Lesser  of  hem  23  or  19) 


27  AMOUNT  APPROVED  BY  CONTRACTING  OFFICER 


CERTIFICATION 


I  certify  that  the  above  statement  (with  attachments)  has  been  prepared  from  the  books  and  records  of  the  above-named  contractor  in 
accordance  with  the  contract  and  the  instructions  hereon,  and  to  the  best  of  my  knowledge  and  belief,  that  it  is  correct,  that  all  the  costs  of 
contract  performance  (except  as  herewith  reported  in  writing)  have  l jeon  paid  to  the  extent  shown  herein,  or  where  not  shown  as  paid  have 
been  paid  or  will  be  paid  currently,  by  the  contractor,  when  due,  in  the  ordinary  course  of  business,  that  the  work  reflected  above  has  been 
performed,  that  the  quantities  and  amounts  involved  are  consistent  with  the  requirements  of  the  contract  That  there  are  no  encumbrances 
(except  as  reported  in  writing  herewith,  or  on  previous  progress  payment  request  No - )  ags.nst  the  property  acquired  or  pro¬ 

duced  for.  and  allocated  or  properly  chargeable  to  the  contract  which  would  affect  or  impair  the  Government  s  title,  that  there  has  been  no 
materially  adverse  change  in  the  financial  condition  of  the  contractor  since  the  submission  of  the  most  recent  written  information  dated 
_ _ _  by  the  contractor  to  the  Government  in  connection  with  the  contract,  that  to  the  extent  of  any  contract  provi¬ 
sion  limiting  progress  payments  pending  first  article  approval,  such  provision  has  been  complied  with,  and  that  after  the  making  of  the  re 
quested  progress  payment  the  unliquidated  progress  payments  will  not  exceed  the  maximum  unliquidated  progress  payments  permitted  by 
the  contract 
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INSTRUCTIONS 


GENERAL*  All  entries  on  this  form  must  be  typewritten  -  ell 
dollar  amounts  must  be  shown  in  whole  dollars,  rounded  up  to  the 
next  whole  dollar  All  line  item  numbers  not  included  in  the  in¬ 
structions  below  are  self  explanatory. 


SECTION  I  -  IDENTIFICATION  INFORMATION.  Complete 
Items  1  through  Sc  in  accordance  with  the  following  instructions 

Item  1.  TO  -  Enter  the  name  and  address  of  the  cognizant  Con 
tract  Administration  Olfice.  PAYING  OFFICE  -  Enter  the  desig¬ 
nation  of  the  paying  offica,  at  indicated  in  the  contract 

Item  2  FROM  •  CONTRACTOR'S  NAME  AND  ADDRESS/ 
ZIP  CODE  -  Enter  the  name  end  mailing  address  of  the  con¬ 
tractor.  If  applicable,  the  division  of  the  company  performing  the 
contract  should  be  entered  immediately  following  the  contractor's 
name. 

Item  3.  Enter  en  "X"  in  the  appropriate  block  to  indicate  whether 
or  not  the  contractor  is  a  small  business  concern. 

Item  5.  Enter  the  total  contract  price,  as  amended  If  the  contract 
provides  for  escalation  or  price  redetermination,  enter  the  initial 
piice  until  changed  and  not  the  railing  price:  if  the  contract  is  ol 
the  incentive  type,  enter  the  target  or  billing  price,  as  amended 
until  final  pricing.  For  letter  contracts,  enter  the  maximum  expen¬ 
diture  authorized  by  the  contract,  as  amended 

Item  6A  PROGRESS  PAYMENT  RATES  -  Enter  the  2-dlfllt 
progress  payment  percentage  rate  shown  in  paragraph  (a)(1)  of  the 
progress  payment  clausa. 

Item  SB.  LIQUIDATION  RATE  -  Enter  the  progress  payment 
liquidation  rate  shown  in  paragraph  (bl  of  the  progress  payment 
clause,  using  three  digits  -  Example,  show  80‘S  as  800  -  show 
72  3*  as  723. 

Item  7.  DATE  OF  INITIAL  AWARD  -  Enter  the  last  two  digit!  of 
the  calendar  year.  Use  two  digits  to  indicate  the  month.  Example: 
show  Janaury  1082  as  82/01 . 

Item  8A.  PROGRESS  PAYMENT  REQUEST  NO.  -  Enter  the 
number  assigned  to  this  request  All  requests  under  a  single  con¬ 
tract  must  be  numbered  consecutively,  beginning  with  1.  Each  sub¬ 
sequent  request  under  the  same  contract  must  continue  In  se¬ 
quence.  using  the  same  series  of  numbers  without  omission. 

Item  BB.  Enter  the  date  of  the  request. 

SECTION  II  -  GENERAL  INSTRUCTIONS.  DATE  In  the  space 

provided  in  the  heading  enter  the  date  through  which  costs  have 
been  accumulated  from  inception  for  inclusion  in  this  request.  This 
date  is  applicable  to  item  entries  in  Sections  II  and  III. 

Cost  Basis.  For  all  contracts  with  Small  Business  concerns,  the  base 
for  progress  payments  is  total  costs  incurred.  For  contracts  with 
concerns  other  than  Small  Business,  the  progress  payment  base  will 
be  the  total  recorded  paid  costs,  together  with  the  incurred  costs 
per  the  Computation  of  Amounts  paragraph  of  the  progress  pay¬ 
ment  clausa  in  FPR  1-30  610- 1(a)  or  FAR  52  232-16,  as  appropri¬ 
ate.  Total  costs  include  all  expenses  paid  and  incurred,  including 
applicable  manufacturing  and  production  expense,  general  and 
administrative  expense  for  performance  of  contract,  which  are 
reasonable,  allocable  to  the  contract,  consistent  with  sound  and 
generally  accepted  accounting  principles  and  practices,  and  which 
are  not  otherwise  excluded  by  the  contract. 

Manufacturing  and  Production  Expense.  General  and  Administra¬ 
tive  Expense  In  connection  with  the  first  progress  payment  re¬ 
quest  on  a  contract,  attach  an  explanation  of  the  method,  bases 
end  period  used  In  determining  the  amount  of  each  of  these  two 
types  of  expenses  If  the  method,  bates  or  periods  used  for  com¬ 
puting  theta  expenses  differ  In  tubtequent  requests  tor  progress 
payments  under  thlt  contract,  attach  an  explanation  of  luch 
changes  to  the  progress  payment  request  Involved 

Incurred  Costs  Involving  Subcontractors  for  Contracts  with  Smell 
Business  Concerns  If  the  Incurred  costs  eligible  for  progress  pay¬ 
ments  under  the  contract  include  costs  shown  In  invoices  of  sub¬ 
contractors.  suppliers  and  others,  that  portion  of  the  costs  com¬ 
puted  on  such  invoices  can  only  include  costs  for:  (1)  competed 
work  to  which  the  prime  contractor  has  acquired  title,  (21  mate¬ 
rials  delivered  to  which  the  prime  contractor  has  acquired  title; 
(31  services  rendered,  and  (4)  costs  billed  under  cost  reimburse¬ 
ment  or  time  and  material  subcontracts  for  work  to  which  the 
primii rnntriK  tor  li.isiequirtxl  litlu 

SECTION  II  -  SPECIFIC  INSTRUCTIONS 

Item  0  PAID  COSTS  H  lOlfll  F  I INDF fl  PROGRFSS  PAYMENT 
tl  AIISL  I  mu  0  will  no!  Iw  ua«l  <">  Smell  Ifusluuss  GeHietll 


For  large  business  contracts,  costs  to  be  shown  in  Item  9  shall  in¬ 
clude  only  those  recorded  costs  which  have  resulted  at  time  of  re¬ 
quest  in  payment  made  by  cash,  check,  or  other  form  of  actual 
payment  for  items  or  services  purchased  directly  for  the  contract 
This  includes  items  delivered,  accepted  and  paid  for,  resulting  in 
liquidation  of  subcontractor  progress  payments 

Costs  to  be  shown  in  Item  9  are  not  to  include  advance  payments, 
downpayments,  or  deposits,  all  of  which  are  not  eligible  for  reim¬ 
bursement;  or  progress  payments  made  to  subcontractors,  suppliers 
or  others,  which  aru  to  be  includod  in  Item  14  See  "Cost  Basis" 
above 

Item  10  INCURRED  COSTS  ELIGIBLE  UNDER  PROGRESS 
PAYMENT  CLAUSE  -  For  ell  Small  Business  Contracts.  Item  10 
will  show  total  costs  Incurred  for  the  contract 

Costs  to  be  shown  in  Item  10  are  not  to  include  advance  payments, 
downpayments,  deposits,  or  progress  payments  made  to  subcon 
tractors,  suppliers  or  others. 

For  large  business  contracts,  costs  to  be  shown  in  Hem  10  shall  in¬ 
clude  all  costs  incurred  (sue  "Cost  Basis"  above)  lor  materials 
which  have  been  issued  from  the  stores  inventory  and  placed  into 
production  process  for  use  on  the  contract,  for  direct  labor,  lor 
other  direct  in-house  costs;  and  for  properly  allocated  and  allow¬ 
able  indirect  coys  as  set  forth  under  "Cost  Basis"  above 

Item  12a  Emar  the  total  contract  costs  incurred  to  date,  if  the 
actual  amount  is  not  known,  enter  the  best  possible  estimate.  If  an 
estimate  is  used,  enter  IE)  after  the  amount. 

Item  12b.  Enter  the  estimated  cost  to  complete  the  contract.  The 
estimate  may  be  the  last  estimate  made,  adjusted  lor  costs  incurred 
since  the  last  estimate;  however,  estimates  shall  be  made  not  less 
frequently  than  every  six  months. 

Items  14#  through  14e.  Include  only  progress  payments  on  sub¬ 
contracts  which  conform  to  progress  payment  provisions  of  the 
prime  contract. 

Item  14a.  Enter  only  progress  payments  actually  paid. 

Item  14b.  Enter  total  progress  payments  recouped  from  subcon¬ 
tractors. 

Item  14d.  For  Small  Business  prime  contracts,  include  the  amount 
of  unpaid  subcontract  progress  payment  billings  which  havafaen 
approved  by  the  contractor  for  the  currant  payment  in  the  ofdl 
nary  course  of  business.  For  other  contracts,  enter  "0"  amount. 

SECTION  HI  -  SPECIFIC  INSTRUCTIONS.  This  Section  must  be 
completed  only  if  the  contractor  has  received  advance  payments 
•gainst  this  contract,  or  if  items  have  been  delivered,  invoiced  and 
accepted  as  of  the  date  Indicated  In  the  heading  of  Section  II 
above,  EXCEPTION;  Item  27  must  be  filled  in  by  the  Contracting 
Officer. 

Item  20».  Of  the  costs  reported  In  Item  11,  compute  end  enter 
only  costs  which  ere  properly  allocable  to  Items  delivered,  invoiced 
and  accepted  to  the  applicable  date  In  order  of  preference,  these 
costs  are  to  be  computed  on  the  basis  of  one  of  the  following: 
fa)  The  actual  unit  cost  of  items  delivered,  giving  proper  considera¬ 
tion  to  the  deferment  of  the  starting  load  costs  or,  (b)  projected 
unit  costs  (based  on  experienced  costs  plus  the  estimated  cost  to 
complete  the  contract),  where  the  contractor  maintains  cost  data 
which  will  dearly  establish  the  reliability  of  such  estimates 

Item  20d  Enter  amount  from  14e 

Item  21a.  Enter  tht  total  billing  price,  as  adjusted,  of  Items  deliv¬ 
ered,  accepted  and  Invoiced  to  tha  applicable  data. 

Item  23  Enter  total  progress  payments  liquidated  end  those  to  be 
iiqiildetod  from  billings  submitted  but  not  yet  paid 

Item  26.  Self-explenetory.  (NOTE  If  the  entry  in  this  Item  is  a 
negative  emount,  there  has  bean  an  overpayment  which  requlrae 
adjustment.) 

Item  26  Self-explanatory,  but  If  a  leseer  amount  Is  requested,  enter 
the  lesser  amount 

8FECIAL  INSTRUCTIONS  FOR  USE  UNDER  FEDERAL  AC¬ 
QUISITION  REGULATION  (FAR). 

Items  20  and  20a.  Delete  Hie  reference!  to  a(3)li)  of  the  progress 
payment  clause 

Items  21  and  21a.  Delete  the  references  lo  e|3)(ii)  r>f  the  progress 
peyinunl  cfuuae. 
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PAR  Council  Implementation  Letter 


Recent  changes  involving  Progress  Payments  have  not  yet  been 
formally  incorporated  into  the  FAR  or  DFARS. 

On  26  Nov  86,  the  Defense  Acquisition  Regulatory  (DAR)  Council 
issued  the  attached  Departmental  Implementation  Letter 
instructing  the  military  departments  to  implement  these  changes 
through  Defense  Agencies. 
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ACQUISITION  AND 
LOGISTICS 

P/DARS 


THE  OFFICE  OF  THE  ASSISTANT  SECRETARY  OF  DEFENSE 

WASHINGTON.  D  C.  20301-8000 


tf  NOV  1885 

In  reply  refer  to: 
DAR  Case  86-110 


SUBJECT:  Progress  Payment  Rates 


The  attached  Departmental  Implementation  Letter  was  Issued  by  the 
Military  Departments  and  by  this  office  to  the  Defense  Agencies  under 
our  cognizance. 


/  OTTO  J.  GUENTHER 
JP  Director 
f)  Defense  Acquisition' 
^  Regulatory  Council 


Attachment 


ACQUISITION  AND 
LOGISTICS 

P/DARS 


THE  OFFICE  OF  THE  ASSISTANT  SECRETARY  OF  DEFENSE 

WASHINGTON.  D.C.  20301-8000 


2  6  NOV  1888 

In  reply  refer  to: 
DAR  Case  86-110 


MEMORANDUM  FOR  THE  DIRECTOR, 
THE  DIRECTOR, 
THE  DIRECTOR, 
THE  DIRECTOR, 
THE  DIRECTOR, 


NATIONAL  SECURITY  AGENCY 
DEFENSE  COMMUNICATIONS  AGENCY 
DEFENSE  INTELLIGENCE  AGENCY 
DEFENSE  NUCLEAR  AGENCY 
DEFENSE"  MAPPING  AGENCY 


SUBJECT:  Progress  Payment  Rates 


The  attached  revisions  to  the  DoD  FAR  Supplement  are  authorized  for 
immediate  distribution  and  use  by  the  Military  Departments  and  Defense 
Agencies.  This  coverage  implements  Section  9105  of  the  FY  1987  DoD 
Appropriations  Act  and  is  effective  on  all  solicitations  issued  on  or 
after  October  1 8 ,  1986.  For  contract  actions  such  as  unpriced  options, 
follow-on  purchases  for  additional  quantities,  letter  contracts,  etc., 
the  applicability  guidance  will  be  the  same  as  in  other  progress  payment 
rate  changes.  Such  guidance  was  issued  by  the  Military  Departments  and 
Defense  Agencies  when  the  progress  payment  rate  was  lowered  from  90%  to 
80%  in  April  1985. 


This  coverage  will  be  printed  as  an  interim  rule  in  the  Federal 
Register  on  or  about  November  25,  1986.  This  coverage  incorporates  all 
prior  departmental  letters  issued  on  Subparts  32.1,  32.5,  and  52.232  of 
the  DoD  FAR  Supplement,  which  are  superseded  a3  a  result  of  this  action. 
A  Defense  Acquisition  Circular  which  replaces  all  affected  pages  of  the 
DoD  FAR  Supplement  will  be  published  after  expiration  of  the  public 
comment  period. 


Regulatory  Council 


OTTO  J.  GUENTHER, 
Director 
Defense  Acquisiti' 


Attachment 
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25  November  1986 


CHANGES  TO  DFARS  PANT  32 — CONTRACT  FINANCING 

1.  DFARS  32.070  is  added  to  read  as  follows: 

32.070  Definition.  "Contract  action,"  as  used  in  this  part,  means  an 
action  resulting  in  a  contract,  as  defined  in  FAR  Subpart  2.1, 
including  contract  modifications  for  additional  supplies  or  services, 
but  not  including  contract  modifications  that  are  within  the  scope  and 
under  the  terms  of  the  contract,  such  as  contract  modifications  issued 
pursuant  to  the  Changes  clause,  or  funding  and  other  administrative 
changes. 

2.  DFARS  32.102  is  added  to  read  as  follows: 

32.102  Description  of  Contract  Financing  Methods. 

(e)(2)  Progress  payments  based  on  percentage  or  stage  of 
completion  will  be  confined  to  contracts  for  construction, 
shipbuilding  and  ship  conversion,  alteration  or  repair.  Agency 
procedures  must  ensure  that  payments  are  commensurate  with  work 
accomplished,  which  meets  the  quality  standards  established  under  the 
contract.  Furthermore,  progress  payments  may  not  exceed  80  percent  of 
the  eligible  costs  of  work  accomplished  on  undefinitized  contract 
actions. 

3.  DFARS  32.111  is  revised  to  read  as  follows: 

32.111  Contract  Clauses. 

(a),  (b),  (c)  and  (d)  See  DAC  76-42,  Item  I,  for  authorized 
modifications  with  respect  to  payment  due  dates. 

(70)  The  contracting  officer  shall  insert  the  clause  at  52.232- 
7000,  Invoices,  in  solicitations  and  contracts  for  supplies  and 
services  when  a  fixed  price  contract  is  contemplated. 

(71)  The  contracting  officer  shall  insert  the  clause  at  52.232- 

7005,  Payments  Under  Fixed-Price  Construction  Contracts,  in  lieu  of 
FAR  clause  52.232-5,  in  solicitations  and  contracts  for  construction 
when  a  fixed-price  contract  is  contemplated. 

(72)  The  contracting  officer  shall  insert  the  clause  at  52.232- 

7006,  Payments  Under  Fixed-Price  Architect-Engineer  Contracts,  in  lieu 
of  FAR  clause  52.232-10,  appropriately  modified  with  respect  to 
payment  due  dates,  in  fixed-price  architect-engineer  contracts. 

4.  DFARS  32.501-1 (a)  is  revised  to  read  as  follows: 

32.501-1  Use  of  Customary  Progress  Payments. 

(a)  The  customary  progress  payment  rate  applicable  to  DoD 
contracts  awarded  to  large  businesses  is  75  percent  and  80  percent  for 
small  businesses.  The  customary  progress  payment  rate  applicable  to 
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Foreign  Military  Sales  requirements  is  the  same  as  that  applicable  to 
DoD  requirements.  The  customary  progress  payment  rate  for  flexible 
progress  payments  is  the  rate  determined  by  use  of  either  the  CASHII, 
CASHIII  or  CASHIV  computer  program  as  applicable  in  accordance  with 
the  requrements  of  32,502-1(70. 

5.  DFARS  32.502-1  is  revised  to  read  as  follows: 

32.502-1  Use  of  Customary  Progress  Payments. 

(70)  Customary  FMS  Progress  Payments. 

(1)  FMS  progress  payments  shall  be  applicable  to  Department  of 
Defense  acquisitions  on  behalf  of  foreign  governments  or  international 
organizations  pursuant  to  Section  22  of  the  Arms  Export  Control  Act 
(FMS  requirements). 

(2)  FMS  progress  payments  are  not  applicable  to: 

(i)  Acquisitions  for  replenishment  of  U.S.  Government 
inventories  or  stocks,  and 

(ii)  Acquisitions  made  under  DoD  cooperative  logistic  support 
arrangements. 

(71)  Customary  Flexible  Progress  Payments. 

(1)  Paying  progress  payments  assists  in  financing  a  contractor's 
performance  and  reduces  the  contractor's  investment  in  its  work  in 
process  inventory.  The  actual  investment  held  by  a  contractor  in  work 
in  process  inventory  is  influenced  by  a  number  of  factors  in  addition 
to  progress  payments,  such  as  delivery  schedules,  cash  management 
practices,  and  Government  payment  practices.  Progress  payment  amounts 
that  are  determined  by  using  uniform,  standard  progress  payment  rates 
are  insensitive  to  these  other  factors  influencing  investment  and,  as 
a  consequence,  result  in  investments  by  contractors  in  work  in  process 
inventory  that  vary  among  contractors  and  across  contracts;  on  the 
other  hand,  flexible  progress  payment  rates  (expressed  as  a  percentage 
that  will  be  applied  to  costs  to  determine  the  amount  payable  as  a 
progress  payment  in  the  same  manner  as  uniform,  standard  progress 
payment  rates)  are  designed  to  tailor  more  closely  the  progress 
payment  rate  to  the  cash  needs  for  financing  performance  of  a 
particular  contractor  for  a  given  contract. 

(2)  For  flexible  progress  payments,  cash  needs  are  measured  and 
projected  in  relation  to  investment  underlying  the  work  in  process 
inventory  over  the  life  of  the  contract.  Total  investment  is  measured 
by  a  weighted  average  of  total  costs  paid  by  the  contractor  to 
complete  performance  of  the  contract,  and  the  contractor's  investment 
is  the  weighted  average  of  the  amount  not  paid  by  the  Government.  The 
Department  of  Defense  (DoD),  as  a  matter  of  policy,  has  concluded  that 
a  contractor  should  retain  at  least  a  25%  investment  in  work  in 
process  inventory  over  the  life  of  the  contract.  Accordingly,  the  DoD 
will  make  progress  payments  at  a  rate  (expressed  as  a  whole  number) 
that  is  the  highest  rate  which  yields  a  corresponding  investment  by 
the  contractor  in  work  in  process  inventory  of  not  less  than  25% .  The 
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progress  payment  rate  is  to  be  determined  by  the  DoD  Cash  Flow 
Computer  Model.  In  no  event  will  the  progress  payment  rate  be  greater 
than  100$,  or  less  than  the  uniform,  standard  progress  payment  rate 
that  would  have  been  applied  to  the  contract  absent  flexible  progress 
payments. 

(3)  Contracting  officers  shall  use  a  flexible  progress  payment 
rate  in  lieu  of  the  uniform  standard  rates  if: 

(i)  The  contractor  requests  the  use  of  flexible  progress 
payments  rates, 

(ii)  The  contractor  agrees  to  the  requirements  of  this  section, 

and 

(iii)  The  criteria  in  paragraph  (5)  below  are  met. 

(4)  The  flexible  progress  payment  rate  shall  be  determined 
through  application  of  the  DoD  Cash  Flow  Computer  Model,  available  to 
contracting  officers  on  the  COPPER  IMPACT  computer  time  sharing 
network  under  the  computer  file  name  "CASH  IV".  The  model  takes  into 
account  key  cash  flow  factors,  such  as  contract  cost  profile,  delivery 
schedules,  subcontractor  progress  payments,  liquidation  rates,  and 
payment/reimbursement  cycles.  Operating  instructions  and  cash  flow 
data  requirements  are  retrievable  within  the  model  in  a  conversational 
mode.  Contractors  may  obtain  copies  of  the  DoD  Cash  Flow  Computer 
Model  User's  Guide  from  the  Defense  Technical  Information  Center, 
Building  5,  Cameron  Station,  Alexandria,  VA  22314.  Contracting 
officers  shall  not  grant  contractor  access  to  Government  leased  COPPER 
IMPACT  time  sharing  computer  network. 

(5)  Contractors  who  submit  certified  cost  or  pricing  data,  a3 
defined  in  FAR  15.804-2,  for  negotiated  fixed-price  contracts  in 
excess  of  $1  million  may  request  flexible  progress  payments.  Formally 
advertised  contracts  are  not  eligible  for  flexible  progress  payments. 
Flexible  progress  payments  are  not  available  for  contracts  awarded  and 
performed  entirely  outside  of  the  United  States,  its  possessions  and 
territories. 

(6)  Contractors  will  furnish  to  the  contracting  officer  cash 
flow  data  in  the  form  and  context  specified  by  the  DoD  Cash  Flow 
Computer  Model.  These  data  include:  actual  and  projected  incurred 
cost  broken  down  by  element  of  cost  and  by  month  for  the  duration  of 
the  contract,  float  times  for  each  element  of  cost,  progress  payment 
receipts  and  delivery  payment  receipts  and  associated  contract  prices 
and  profit  percentage.  Contracting  officers  will  verify  the  cash  flow 
data  in  accordance  with  normal  procedures  used  to  verify  contractor 
cost  and  pricing  data.  Administrative  contracting  officers  are 
encouraged  to  establish  advance  agreements  at  contractor  locations  for 
float  and  payment  lag  which  are  common  to  several  contracts.  Such 
agreements  should  be  established  when  administratively  practical. 

(7)  A  redete-  ilnation  of  the  flexible  progress  payment  rate 
shall  be  made  upon  the  request  of  the  Government  or  contractor  if 
measurement  of  the  contractor’s  cumulative  investment  in  work  in 
process  inventory  using  actual  and  projected  cash  flow  data  indicates 
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an  investment  level  above  27%  or  below  23$ .  The  cash  flow  oomputer 
model  is  designed  to  generate  a  progress  payment  rate  that  yields  a 
target  investment  of  25$,  based  on  a  weighted  average.  Accordingly, 
there  should  normally  be  no  need  to  request  actual  and  projected 
contraot  cash  flow  data  unless  delivery  schedules  are  revised, 
Government  progress  payment  lag  times  are  substantially  changed  from 
those  used  in  the  establishemnt  of  the  progress  payment  rate,  or 
substantial  new  work  (e.g.,  option)  is  added  to  the  contract. 

(8)  As  noted  in  PAR  32.504,  the  standards  for  progress  payments 
to  subcontractors  ought  to  be  the  same  as  those  applicable  to  prime 
contractors.  Accordingly,  subcontractors  who  request  a  flexible 
progress  payment  rate,  meet  the  criteria  in  paragraph  (5)  above  and 
agree  to  the  requirements  of  this  section  are  to  receive  a  flexible 


progress  payment  rate.  The  subcontract  flexible  progress  payment  rate 
will  be  determined  by  the  prime  contractor  without  regard  to  the 
progress  payment  rate  in  the  prime  contract.  The  DoD  Cash  Flo 
Computer  Model  and  associated  procedures  will  be  used  by  the 
contractor  and  a  reasonable  review  of  the  cash  flow  data  pn 
(9)  When  flexible  progress  payments  are  contemplated^ f 
a  definitive  contract  superseding  a  letter  contract  or  an 
order,  the  applicable  standard  progress  payment  clause  at  52 


shall  be  used  until  definitization. 


6.  DFARS  32.502-4  is  revised  to  read  as  follows: 


32.502-4  Contract  Clauses. 

(70)  The  contracting  officer  SnSXX  iliXisil'  L.  wiiiJ  CL  C 

52.232- 7003,  Progress  Payments  for  Foreign  Military  Sales 
Acquisitions,  in  any  contract  that  provides  for  progress  payments  and 
contains  FMS  requirements. 

(71)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 7004,  Flexible  Progress  Payments,  when  a  flexible  progress 
payment  rate  is  used  in  the  contract. 

(72)  The  contracting  officer  shall  insert  the  clause  at  52.232- 
7007,  Progress  Payments,  in  lieu  of  FAR  clause  52.232-16  and  its 
Alternates  I  and  II,  in  solicitations  and  fixed-price  contracts  under 
which  the  Government  will  provide  progress  payments  based  on  costs. 

(73)  If  the  contract  is  with  a  small  business  concern,  the 
contracting  officer  shall  use  the  clause  at  52.232-7007,  Progress 
Payments,  with  its  Alternate  I. 

(74)  If  the  contract  is  a  letter  contract,  the  contracting 
officer  shall  use  the  clause  with  its  Alternate  II. 


25  November  1986 

CHANGES  TO  DFARS  PART  52 — SOLICITATION  PROVISIONS  AMD  CONTRACT  CLAUSES 

1.  DPARS  52.232-7004  is  revised  to  read  as  follows: 

52.232- 7004  Flexible  Progress  Payments.  As  prescribed  at  32.502-4(71), 
insert  the  following  clause: 

FLEXIBLE  PROGRESS  PATMENTS  (OCT  1986) 

This  contract  is  subject  to  flexible  progress  payment  procedures. 

The  progress  payment  rate  of  this  contract  is _ %,  and  this  percentage 

applies  in  lieu  of  the  uniform,  standard  progress  payment  rate  and 
liquidation  rate  of  the  "Progress  Payments"  clause.  The  progress  payment 
rate  of  this  contract  was  determined  by  the  DoD  Cash  Flow  Computer  Model, 

(dated  _ ),  using  twenty-five  ( 25%)  as  the  targeted  rate  for  the 

Contractor's  investment  (hs  a  weighted  average  of  costs)  in  its  work  in 
process  inventory  over  the  life  of  the  contract.  If  actual  and  projected 
cash  flow  data  generated  during  performance  of  this  contract  reveal  that 
the  progress  payment  rate  will  result  in  an  investment  in  work  in  process 
inventory  by  the  Contractor  in  excess  of  twenty-seven  (27%)  or  less  than 
twenty- three  percent  (23$),  the  progress  payment  rate  shall  be 
redetermined  by  using  the  DoD  Cash  Flow  Computer  Model.  Unless  it 
contained  an  error,  the  version  of  the  DoD  Cash  Flow  Computer  Model  that 
was  used  initially  in  this  contract  will  be  used  for  any  redetermination 
permitted  by  this  clause.  In  no  event  will  the  progress  payment  rate  be 
less  than  the  uniform,  standard  progress  payment  rate  that  would  have 
applied  to  this  contract  absent  flexible  progress  payment  procedures,  and 
in  no  event  will  the  progress  payment  rate  be  greater  than  one  hundred 
percent  (100>). 

(End  of  clause) 

2.  DFARS  52.232-7005,  52.232-7006,  and  52.232-7007  are  added  to 
read  as  follows: 

52.232- 7005  Payments  Under  Fixed-Price  Contraction  Contracts.  As 
prescribed  in  32.111(71),  insert  the  following  clause: 

PATMENTS  UNDER  FIXED-PRICE  CONSTRUCTION  CONTRACTS  (APR  1986)  (DEV.) 

(a)  The  Government  shall  pay  the  Contractor  the  contract  price  as 
provided  in  this  contract. 

(b)  The  Government  shall  make  progress  payments  monthly  as  the  work 
proceeds,  or  at  more  frequent  intervals  as  determined  by  the  Contracting 
Officer,  On  estimates  of  work  accomplished  which  meets  standards  of 
quality  established  under  the  contract,  as  approved  by  the  Contracting 
Officer.  If  requested  by  the  Contracting  Officer,  the  Contractor  shall 
furnish  a  breakdown  of  the  total  contract  price  showing  the  amount 
included  therein  for  each  principal  category  of  work,  in  such  detail  as 
requested,  to  provide  a  basis  for  determining  progress  payments.  In  the 
preparation  of  estimates,  the  Contracting  Officer  may  authorize  material 


B-ll 


delivered  on  the  site  and  preparatory  work  done  to  be  taken  into 
consideration.  Material  delivered  to  the  Contractor  at  locations  other 
than  the  site  may  also  be  taken  into  consideration  if — 

(1)  Consideration  is  specifically  authorized  by  this  contract;  and 

(2)  The  Contractor  furnishes  satisfactory  evidence  that  it  has 
acquired  title  to  such  material  and  that  the  material  will  be  used  to 
perform  this  contract. 

(c)  In  making  these  progress  payments,  the  Contracting  Officer  may 
retain  a  maximum  of  ten  percent  (10f)  of  the  approved  estimated  amount 
until  final  completion  and  acceptance  of  the  contract  work.  If  the 
Contracting  Officer  finds  that  satisfactory  progress  was  achieved  during 
any  period  for  which  a  progress  payment  is  to  be  made,  the  Contracting 
Officer  may  authorize  payment  to  be  made  in  full  without  retention  of  a 
percentage.  However,  by  the  time  the  work  is  substantially  complete,  the 
Contracting  Officer  shall  have  retained  an  amount  that  the  Contracting 
Officer  considers  adequate  protection  of  the  Government  and  may  then 
release  to  the  Contractor  all  or  a  portion  of  any  excess  amount.  Also, 
on  completion  and  acceptance  of  each  separate  building,  public  work,  or 
other  division  of  the  contract,  for  which  the  price  is  stated  separately 
in  the  contract,  payment  may  be  made  for  the  completed  work  without 
retention  of  a  percentage. 

(d)  All  material  and  work  covered  by  progress  payments  made  shall, 
at  the  time  of  payment,  become  the  sole  property  of  the  Government,  but 
this  shall  not  be  construed  as — 

(1)  Relieving  the  Contractor  from  the  sole  responsibility  for  all 
material  and  work  upon  which  payments  have  been  made  or  the  restoration 
of  any  damaged  work;  or 

(2)  Waiving  the  right  of  the  Government  to  require  the  fulfillment 
of  all  of  the  terms  of  the  contract. 

(e)  In  making  these  progress  payments,  the  Government  shall,  upon 
request,  reimburse  the  Contractor  for  the  amount  of  premiums  paid  for 
performance  and  payment  bonds  (including  coinsurance  and  reinsurance 
agreements,  when  applicable)  after  the  Contractor  has  furnished  evidence 
of  full  payment  to  the  surety.  The  retainage  provisions  in  paragraph  (c) 
above  shall  not  apply  to  that  portion  of  progress  payments  attributable 
to  bond  premiums. 

(f)  The  Government  shall  pay  the  amount  due  the  Contractor  under 
this  contract  after — 

(1)  Completion  and  acceptance  of  all  work; 

(2)  Presentation  of  a  properly  executed  voucher;  and 

(3)  Presentation  of  release  of  all  claims  against  the  Government 
arising  by  virtue  of  this  contract,  other  than  claims,  in  stated  amounts, 
that  the  Contractor  has  specifically  excepted  from  the  operation  of  the 
release.  A  release  may  also  be  required  of  the  assignee  if  the 
Contractor’s  claim  to  amounts  payable  under  this  contract  has  been 
assigned  under  the  Assignment  of  Claims  Act  of  1940  (31  U.S.C.  203  and  41 
U.S.C.  15). 
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(g)  Notwithstanding  any  other  provision  of  this  contract,  progress 
payments  shall  not  exoeed  eighty  percent  (80%)  on  work  accomplished  on 
undefinitized  oontraot  actions.  A  "contract  ae* 1  on"  is  any  action 
resulting  in  a  oontraot,  as  defined  in  FAR  Subpart  2.1,  including 
oontraot  modifications  for  additional  supplies  or  services,  but  not 
including  contract  modifications  that  are  within  the  scope  and  under  the 
terms  of  the  contract,  such  as  oontraot  modifications  issued  pursuant  to 
the  Changes  olause,  or  funding  and  other  administrative  ohanges. 

(Bad  of  olause) 

52.232-7006  Payments  Under  Fixed-Price  Architect-Engineer 

Contracts.  As  prescribed  in  32.111(72),  insert  the  following  clause: 

PAYMENTS  UNDER  FIXED-PRICE  ARCHITECT-ENGINEER  CONTRACTS  (APR  1986)  (DBF.) 

(a)  Estimates  shall  be  made  monthly  of  the  amount  and  value  of  the 
work  accomplished  and  services  performed  by  the  Contractor  unddr  this 
contract  which  meet  standards  of  quality  established  under  this  contract. 
The  estimates  shall  be  prepared  by  the  Contractor  and  accompanied  by  any 
supporting  data  required  by  the  Contracting  Officer. 

(b)  Upon  approval  of  the  estimate  by  the  Contracting  Officer, 
payment  upon  properly  executed  vouchers  shall  be  made  to  the  Contractor, 
as  soon  as  practicable,  of  ninety  percent  (90%)  of  the  approved  amount, 
less  all  previous  payments;  provided ,  that  payment  may  be  made  in  full 
during  any  months  in  which  the  Contracting  Officer  determines  that 
performance  has  been  satisfactory.  Also,  whenever  the  Contracting 
Officer  determines  that  the  work  is  substantially  complete  and  that  the 
amount  retained  is  in  excess  of  the  amount  adequate  for  the  protection  of 
the  Government,  the  Contracting  Officer  may  release  the  excess  amount  to 
the  Contractor. 

(c)  Upon  satisfactory  completion  by  the  Contractor  and  acceptance 
by  the  Contracting  Officer  of  the  work  done  by  the  Contractor  under  the 
"Statement  of  Architect-Engineer  Services",  the  Contractor  will  be  paid 
the  unpaid  balance  of  any  money  due  for  work  under  the  statement, 
including  retained  percentages  relating  to  this  portion  of  the  work.  If 
the  Government  exercises  the  option  under  the  Option  for  Supervision  and 
Inspection  Services  clause,  progress  payments  as  provided  in  (a)  and  (b) 
above  will  be  made  for  this  portion  of  the  contract  work.  Upon 
satisfactory  completion  and  final  acceptance  of  the  construction  work, 
the  Contractor  shall  be  paid  any  unpaid  balance  of  money  due  under  this 
contract. 

(d)  Before  final  payment  under  the  contract,  or  before  settlement 
upon  termination  of  the  contract,  and  as  a  condition  precedent  thereto, 
the  Contractor  shall  execute  and  deliver  to  the  Contracting  Officer  a 
release  of  all  claims  against  the  Government  arising  under  or  by  virtue 
of  this  contract,  other  than  any  claims  that  are  specifically  excepted  by 
the  Contractor  from  the  pperation  of  the  release  in  amounts  stated  in  the 
release. 
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(e)  Notwithstanding  any  other  provision  in  this  contract,  and 
specifically  paragraph  (b)  of  this  clause,  progress  payments  shall  not 
exceed  eighty  percent  (80>)  on  work  accomplished  on  undefinitized 
contract  actions.  A  "contract  action"  is  any  action  resulting  in  a 
contract,  as  defined  in  FAR  Subpart  2.1,  including  contract  modifications 
for  additional  supplies  or  servioes,  but  not  including  contract 
modifications  that  are  within  the  scope  and  under  the  terms  of  the 
contract,  such  as  contract  modifications  issued  pursuant  to  the  Changes 
clause,  or  funding  and  other  administrative  changes. 

(Snd  of  olauae) 

52.232-7007  Progress  Payments. 

(a)  As  prescribed  in  32.502-4(72),  insert  the  following  clause  in 
solicitations  and  fixed-price  contracts  under  which  the  Government  will 
provide  progress  payments  based  on  costs.  A  different  customary  rate  for 
other  than  small  business  concerns  may  be  substituted  in  accordance  with 
32.502-4(73)  for  the  progress  payment  and  liquidation  rate  indicated. 

(b)  If  an  unusual  progress  payment  rate  is  approved  for  the  prime 
contractor  (see  FAR  32.501-2),  the  rate  approved  shall  be  substituted  for 
the  customary  rate  in  the  paragraph  (a)(1). 

(c)  If  the  liquidation  rate  is  changed  from  the  customary  progress 
payment  rate  (see  FAR  32.503-8  and  FAR  32.503-9),  the  new  rate  shall  be 
substituted  for  the  rate  in  paragraphs  (a)(4),  (a)(5),  and  (b). 

(d)  If  advance  and  progress  payments  are  authorized  in  the  same 
contract,  the  words  "less  any  unliquidated  advance  payments"  may  be 
deleted  from  paragraph  (a)(4)  of  this  clause. 

(e)  If  an  unusual  progress  payment  rate  is  approved  for  a 
subcontract  (see  FAR  32.504(b)  and  FAR  32.501-2),  subparagraph  (j)(4) 
shall  be  modified  to  specify  the  new  rate,  the  name  of  the  subcontractor, 
and  that  the  new  rate  shall  be  used  for  that  subcontractor  in  lieu  of  the 
customary  rate. 

PROGRESS  PAYMENTS  (OCT  1986) 

Progress  payments  shall  be  made  to  the  Contractor  when  requested  as 
work  progresses,  but  not  more  frequently  than  monthly  in  amounts  approved 
by  the  Contracting  Officer,  under  the  following  conditions: 

(a)  Computation  of  Amounts. 

(1)  Unless  the  Contractor  requests  a  smaller  amount,  each  progress 
payment  shall  be  computed  as  (i)  seventy-five  percent  (75%)  of  the 
Contractor's  cumulative  total  costs  under  this  contract,  as  shown  by 
records  maintained  by  the  Contractor  for  the  purpose  of  obtaining  payment 
under  Government  contracts,  plus  (ii)  progress  payments  to  subcontractors 
(see  paragraph  (j)  below),  all  less  the  sum  of  all  previous  progress 
payments  made  by  the  Government  under  this  contract.  Cost  of  money  that 
would  be  allowable  under  31.205-10  of  the  Federal  Acquisition  Regulation 
shall  be  deemed  an  incurred  cost  for  progress  payment  purposes 

(2)  The  following  conditions  apply  to  the  timing  of  including  costs 
in  progress  payment  requests: 
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(i)  The  oosts  of  supplies  and  servloes  purchased  by  the  Contractor 
direotly  for  this  oontraot  may  be  inoluded  only  after  payment  by  cash, 
check,  or  other  form  of  actual  payment. 

(11)  Costs  for  the  following  may  be  Inoluded  when  incurred,  even  if 
before  payment,  when  the  Contractor  is  not  delinquent  in  payment  of  the 
costs  of  oontraot  performance  in  the  ordinary  course  of  business: 

(A)  Materials  issued  from  the  Contractor's  stores  inventory  and 
placed  in  the  production  process  for  use  on  this  contract. 

(B)  Direct  labor,  direot  travel,  and  other  direct  in-house  costs. 

(C)  Properly  allocable  and  allowable  indirect  costs. 

(iii)  Accrued  costs  of  Contractor  contributions  under  employee 
pension,  profit  sharing,  and  stock  ownership  plans  shall  be  excluded 
until  actually  paid  unless— 

(A)  The  Contractor's  practice  is  to  contribute  to  the  plans 
quarterly  or  more  frequently;  and 

(B)  The  contribution  does  not  remain  unpaid  thirty  (30)  days  after 
the  end  of  the  applicable  quarter  or  shorter  payment  period  (any 
contributions  remaining  unpaid  shall  be  excluded  from  the  Contractor's 
total  costs  for  progress  payments  until  paid). 

(iv)  If  the  contract  is  subject  to  the  special  transition  method 
authorized  in  Cost  Accounting  Standard  (CAS)  410,  Allocation  of  Business 
Unit  General  and  Administrative  Expense  to  Final  Cost  Objective,  General 
and  Administrative  expenses  (G&A)  shall  not  be  included  in  progress 
payment  requests  until  the  suspense  account  prescribed  in  CAS  410  is  less 
than — 

(A)  Five  million  dollars  ($5  million);  or 

(B)  The  value  of  the  work-in-process  inventories  under  contracts 
entered  into  after  the  suspense  account  was  established  (only  a  pro  rata 
share  of  the  G&A  allocable  to  the  exoess  of  the  inventory  over  the 
suspense  account  value  is  includable  in  progress  payment  requests  under 
this  contract). 

(3)  The  Contractor  shall  not  include  the  following  in  total  costs 
for  progress  payment  purposes  in  subparagraph  (a)(1)(i)  above: 

(i)  Costs  that  are  not  reasonable,  allocable  to  this  contract,  and 
consistent  with  sound  and  generally  accepted  accounting  principles  and 
practices. 

(ii)  Costs  incurred  by  subcontractors  or  suppliers. 

(iii)  Costs  ordinarily  capitalized  and  subject  to  depreciation  or 
amortization  except  for  the  properly  depreciated  or  amortized  portion  of 
such  costs. 

(iv)  Payments  made  or  amounts  payable  to  subcontractors  or 
suppliers,  except  for — 

(A)  Completed  work,  including  partial  deliveries,  to  which  the 
Contractor  has  acquired  title;  and 

(B)  Work  under  cost-reimbursement  or  tirae-and-material  subcontracts 
to  which  the  Contractor  has  acquired  title. 

(4)  The  amount  of  unliquidated  progress  payments  may  exceed  neither 
(i)  the  progress  payments  made  against  incomplete  work  (including 
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allowable  unliquidated  progress  payments  to  subcontractors)  nor  (ii)  the 
value,  for  progress  payment  purposes,  of  the  incomplete  work.  Incomplete 
work  shall  be  considered  to  be  the  supplies  and  services  required  by  this 
contract,  for  which  delivery  and  invoicing  by  the  Contractor  and 
acceptance  by  the  Government  are  incomplete. 

(5)  The  total  amount  of  progress  payments  shall  not  exceed  seventy- 
five  percent  (75%)  of  the  total  contract  price. 

(6)  If  a  progress  payment  or  the  unliquidated  progress  payments 
exceed  the  amounts  permitted  by  subparagraphs  (a)(4)  or  (a)(5)  above,  the 
Contractor  shall  repay  the  amount  of  such  excess  to  the  Government  on 
demand. 

(b)  Liquidation.  Except  as  provided  in  the  Termination  for 
Convenience  of  the  Government  clause,  all  progress  payments  shall  be 
liquidated  by  deducting  from  any  payment  under  this  contract,  other  than 
advance  or  progress  payments,  the  unliquidated  progress  payments,  or 
seventy-five  percent  (75%)  of  the  amount  invoiced,  whichever  is  less. 

The  Contractor  shall  repay  to  the  Government  any  amounts  required  by  a 
retroactive  price  reduction,  after  computing  liquidations  and  payments  on 
past  invoices  at  the  reduced  prices  and  adjusting  the  unliquidated 
progress  payments  accordingly.  The  Government  reserves  the  right  to 
unilaterally  change  from  the  ordinary  liquidation  rate  to  an  alternate 
rate  when  deemed  appropriate  for  proper  contract  financing. 

(c)  Reduction  or  Suspension.  The  Contracting  Officer  may  reduce  or 
suspend  progress  payments,  increase  the  rate  of  liquidation,  or  take  a 
combination  of  these  actions,  after  finding  on  substantial  evidence  any 
of  the  following  conditions: 

( 1 )  The  Contractor  failed  to  comply  with  any  material  requirement 
of  this  contract  (which  includes  paragraphs  (f)  and  (g)  below). 

(2)  Performance  ol  this  contract  is  endangered  by  the  Contractors 
(i)  failure  to  make  progress  or  (ii)  unsatisfactory  financial  condition. 

(3)  Inventory  allocated  to  this  contract  substantially  exceeds 
reasonable  requirements . 

(4)  The  Contractor  is  delinquent  in  payment  of  the  costs  of 
performing  this  contract  in  the  ordinary  course  of  business. 

(5)  The  unliquidated  progress  payments  exceed  the  fair  value  of  the 
work  accomplished  on  the  undelivered  portion  of  this  contract. 

(6)  The  Contractor  is  realizing  less  profit  than  that  reflected  in 
the  establishment  of  any  alternate  liquidation  rate  in  paragraph  (b) 
above,  and  that  rate  is  less  than  the  progress  payment  rate  stated  in 
subparagraph  (a)(1)  above. 

(d)  Title. 

(1)  Title  to  the  property  described  in  this  paragraph  (d)  shall 
vest  in  the  Government.  Investiture  shall  be  immediately  upon  the  date 
of  this  contract,  for  property  acquired  or  produced  before  that  date. 
Otherwise,  investiture  shall  occur  when  the  property  is  or  should  have 
been  allocable  or  properly  chargeable  to  this  contract. 
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(2)  "Property,"  as  used  in  this  olause,  includes  all  of  the  below- 
described  items  acquired  or  produced  by  the  Contractor  that  are  or  should 
be  allocable  or  properly  chargeable  to  this  contract  under  sound  and 
generally  accepted  accounting  principles  and  practices. 

(i)  Parts,  materials,  inventories,  and  work  in  process; 

(ii)  Special  tooling  and  special  test  equipment  to  "hich  the 
Government  is  to  acquire  title  under  any  other  clause  of  this  contract; 

(iii)  Nondurable  (i.e.,  nonoapital)  tools,  Jigs,  dies,  fixtures, 
molds,  patterns,  taps,  gauges,  test  equipment,  and  other  similar 
manufacturing  aids,  title  to  which  would  not  be  obtained  as  special 
tooling  under  subparagraph  (ii)  above;  and 

(iv)  Drawings  and  technical  data,  to  the  extent  the  Contractor  of 
subcontractors  are  required  to  deliver  them  to  the  Government  by  other 
clauses  of  this  contract. 

(3)  Although  title  to  property  is  in  the  Government  under  this 
clause,  other  applicable  clauses  of  this  oontract,  e.g.,  the  termination 
or  special  tooling  clauses,  shall  determine  the  handling  and  disposition 
of  the  property. 

(4)  The  Contractor  may  sell  any  scrap  resulting  from  production 
under  this  contract  without  requesting  the  Contracting  Officer’s 
approval,  but  the  proceeds  shall  be  credited  against  the  costs  of 
performance. 

(5)  To  acquire  for  its  own  use  or  dispose  of  property  to  which 
title  is  vested  in  the  Government  under  this  clause,  the  Contractor  must 
obtain  the  Contracting  Officer’s  advance  approval  of  the  action  and  the 
terms.  The  Contractor  shall  (i)  exclude  the  allocable  costs  of  the 
property  from  the  Costs  of  contract  performance,  and  (ii)  repay  to  the 
Government  any  amount  of  liquidated  progress  payments  allocable  to  the 
property.  Repayment  may  be  by  cash  or  credit  memorandum. 

(6)  When  the  Contractor  completes  all  of  the  obligations  under  this 
contract,  including  liquidation  of  all  progress  payments,  title  shall 
vest  in  the  Contractor  for  all  property  (or  the  proceeds  thereof)  not — 

(i)  Delivered  to,  and  accepted  by,  the  Government  under  this 
contract;  or 

(ii)  Incorporated  in  supplies  delivered  to,  and  accepted  by,  the 
Government  under  this  contract  and  to  which  title  is  vested  in  the 
Government  under  this  clause. 

(7)  The  terras  of  this  contract  concerning  liability  for  Government- 
furnished  property  shall  not  apply  to  property  to  which  the  Government 
acquired  title  solely  under  this  clause. 

(e)  Risk  of  Loss.  Before  delivery  to  and  acceptance  by  the 
Government,  the  Contractor  shall  bear  the  risk  of  loss  for  property,  the 
title  to  which  vests  in  the  Government  under  this  clause,  except  to  the 
extent  the  Government  expressly  assumes  the  risk.  The  Contractor  shall 
repay  the  Government  an  amount  equal  to  the  unliquidated  progress 
payments  that  are  based  on  costs  allocable  to  property  that  is  damaged, 
lost,  stolen,  or  destroyed. 
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(f)  Control  of  Coats  and  Property*  The  Contractor  shall  maintain 
an  aocounting  system  and  oontrols  adequate  for  the  property 
administration  of  this  clause. 

(g)  Reports  and  Access  to  Records.  The  Contractor  shall  promptly 
furnish  reports,  certificates,  financial  statements,  and  other  pertinent 
information  reasonably  requested  by  the  Contracting  Officer  for  the 
administration  of  this  clause.  Also,  the  Contractor  shall  give  the 
Government  reasonable  opportunity  to  examine  and  verify  the  Contractor's 
books,  records,  and  accounts. 

(h)  Special  Terms  Regarding  Default.  If  this  contract  is 
terminated  under  the  Default  clause,  (i)  the  Contractor  shall,  on  demand, 
repay  to  the  Government  the  amount  of  unliquidated  progress  payments  and 
(ii)  title  shall  vest  in  the  Contractor,  on  full  liquidation  of  progress 
payments,  for  all  property  for  which  the  Government  elects  not  to  require 
delivery  under  the  Default  clause.  The  Government  shall  be  liable  for  no 
payment  except  as  provided  by  the  Default  clause. 

(i)  Reservations  of  Rights. 

(1)  No  payment  or  vesting  of  title  under  this  clause  shall  (i) 
excuse  the  Contractor  from  performance  of  obligations  under  this  contract 
or  (ii)  constitute  a  waiver  of  any  of  the  rights  to  remedies  of  the 
parties  under  the  contract. 

(2)  The  Government's  rights  and  remedies  under  this  clause  (i) 
shall  not  be  exclusive  but  rather  shall  be  in  addition  to  any  other 
rights  and  remedies  provided  by  law  or  this  contract  and  (ii)  shall  not 
be  affected  by  delayed,  partial,  or  omitted  exercise  of  any  right, 
remedy,  power,  or  privilege,  nor  shall  such  exercise  or  any  single 
exercise  preclude  or  impair  any  further  exercise  under  this  clause  or  the 
exercise  of  any  other  right,  power,  or  privilege  of  the  Government. 

(j)  Progress  Payments  to  Subcontractors.  The  amounts  mentioned  in 
(a)(1)(ii)  above  shall  be  all  progress  payments  to  subcontractors  or 
divisions,  if  the  following  conditions  are  met: 

(1)  The  amounts  included  are  limited  to  (i)  the  unliquidated 
remainder  of  progress  payments  made  plus  (ii)  for  small  business  concerns 
any  unpaid  subcontractor  requests  for  progress  payments  that  the 
Contractor  has  approved  for  current  payment  in  the  ordinary  course  of 
business. 

(2)  The  subcontract  or  interdivisional  order  is  expected  to  involve 
a  minimum  of  approximately  six  (6)  months  between  the  beginning  of  work 
and  the  first  delivery,  or,  if  the  subcontractor  i3  a  small  business 
concern,  four  (4)  months. 

(3)  The  terms  of  the  subcontract  or  interdivisional  order 
concerning  progress  payments— 

(i)  Are  substantially  similar  to  the  terms  of  the  clause  at  52.23 2- 
7007,  Progress  Payments,  for  any  subcontractor  that  is  a  large  business 
concern,  or  that  clause  with  its  Alternate  I  for  any  subcontractor  that 
is  a  small  business  concern; 

(ii)  Are  at  least  as  favorable  to  the  Government  as  the  terms  of 
this  clause; 
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(iii)  Are  not  more  favorable  to  the  auboontractor  or  divialon  than 
the  terma  of  thla  clauae  are  to  the  Contraotor; 

(iv)  Are  in  conformance  with  the  requirements  of  paragraph  32.504(e) 
of  the  Federal  Acquiaition  Regulation;  and 

(v)  Subordinate  all  auboontractor  righta  concerning  property  to 
which  the  Government  haa  title  under  the  aubcontract  to  the  Government 'a 
right  to  require  delivery  of  the  property  to  the  Government  if  (A)  the 
Contractor  defaulta  or  (B)  the  auboontractor  becomes  bankrupt  or 
inaolvent . 

(4)  The  progress  payment  rate  in  the  subcontract  is  the  customary 
rate  used  by  the  Contracting  Agency,  depending  on  whether  the 
subcontractor  is  or  ia  not  a  small  business  concern. 

(5)  The  parties  agree  concerning  any  proceeds  received  by  the 
Government  for  property  to  which  title  has  vested  in  the  Government  under 
the  subcontract  terms,  that  the  proceeds  shall  be  applied  to  reducing  any 
unliquidated  progress  payments  by  the  Government  to  the  Contractor  under 
this  contract. 

(6)  If  no  unliquidated  progress  payments  to  the  Contractor  remain, 
but  there  are  un] lquidated  progress  payments  that  the  Contractor  has  made 
to  any  subcontractor,  the  Contractor  shall  be  subrogated  to  all  the 
rights  the  Government  obtained  through  the  terms  required  by  this  clause 
to  be  any  subcontract,  as  if  all  such  rights  had  been  assigned  and 
transferred  to  the  Contractor. 

(7)  The  Contractor  shall  pay  the  subcontractor's  progress  payment 
request  under  subparagraph  (j)(1)(ii)  above,  within  a  reasonable  time 
after  receiving  the  Government  progress  payment  covering  those  amounts. 

(8)  To  facilitate  small  business  participation  in  subcontracting 
under  this  contract,  the  Contractor  agrees  to  provide  progress  payments 
to  small  business  concerns,  in  conformity  with  the  standards  for 
customary  progress  payments  stated  in  Subpart  32.5  of  the  Federal 
Acquisition  Regulation.  The  Contractor  further  agrees  that  the  need  for 
such  progress  payments  shall  not  be  considered  as  a  handicap  or  adverse 
factor  in  the  award  of  subcontracts. 

(k)  Limitations  on  Undeflnltlzed  Contract  Actions. 

Notwithstanding  any  other  progress  payment  provision  in  this  contract, 
progress  payments  may  not  exceed  eighty  percent  (80J()  of  costs  incurred 
on  work  accomplished  under  undefinitized  contract  actions.  A  "contract 
action"  is  any  action  resulting  in  a  contract,  as  defined  in  FAR  Subpart 
2.1,  including  contract  modifications  for  additional  supplies  or 
services,  but  not  including  contract  modifications  that  are  within  the 
scope  and  under  the  terms  of  the  contract,  such  as  contract  modifications 
issued  pursuant  to  the  Changes  clause,  or  funding  other  administrative 
changes.  This  limitation  shall  apply  to  the  costs  incurred,  as  computed 
in  accordance  with  paragraph  (a),  and  shall  remain  in  effect  until  the 
contract  action  is  definitized.  Costs  incurred  which  are  subject  to  this 
limitation  shall  be  segregated  on  contractor  progress  payment  requests 
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and  invoices  from  those  costs  eligible  for  higher  progress  payment  rates. 
For  purpose  of  progress  payment  liquidation,  as  described  in  paragraph 
(b),  progress  payments  for  undefinitized  oontraot  actions  shall  be 
liquidated  at  eighty  percent  (80$)  of  the  amount  invoiced  for  work 
performed  under  the  undefinitized  contract  action  as  long  as  the  contract 
action  remains  undefinitized.  The  amount  of  unliquidated  progress 
payments  for  undefinitized  contract  actions  shall  not  exceed  eighty 
percent  (80$)  of  the  maximum  liability  of  the  Government  under  the 
undefinitized  contract  action  or  such  lower  limit  specified  elsewhere  in 
the  contract.  Separate  limits  may  be  specified  for  separate  actions. 

(End  of  olause) 

Alternate  I  (OCT  1986).  If  the  contract  is  with  a  small  business 
concern,  change  each  mention  of 'the  progress  payment  and  liquidation 
rates  excepting  paragraph  (k)  to  the  customary  rate  of  eighty  percent 
(80$)  for  small  business  concerns,  delete  subparagraphs  (a)(1)  and  (a)(2) 
from  the  basic  clause,  and  substitute  the  following  subparagraphs  (a)(1) 
and  (a)(2): 

(a)  Computation  of  Amounts. 

(1)  Unless  the  Contractor  requests  a  smaller  amount,  each  progress 
payment  shall  be  computed  as  (i)  eighty  percent  (80$)  of  the  Contractor's 
total  costs  incurred  under  this  contract  whether  or  not  actually  paid, 
plus  (ii)  progress  payments  to  subcontractors  (see  paragraph  (j)  below), 
all  less  the  sum  of  all  previous  progress  payments  made  by  the  Government 
under  this  contract.  Cost  of  money  that  would  be  allowable  under  31.205- 
10  of  the  Federal  Acquisition  Regulation  shall  be  deemed  an  incurred  cost 
for  progress  payment  purposes. 

(2)  Accrued  costs  of  Contractor  contributions  under  employee 
pension  plans  shall  be  excluded  until  actually  paid  unless — 

(i)  The  Contractor's  practice  is  to  make  contributions  to  the 
retirement  fund  quarterly  or  more  frequently;  and 

(ii)  The  contribution  does  not  remain  unpaid  thirty  (30)  days  after 
the  end  of  the  applicable  quarter  or  shorter  payment  period  (any 
contribution  remaining  unpaid  shall  be  excluded  from  the  Contractor's 
total  costs  for  progress  payments  until  paid). 

Alternate  II  (OCT  1986).  If  the  contract  is  a  letter  contract,  add 
paragraphs  (1)  and  (m)  shown  below.  The  amount  specified  in  paragraph 
(m)  shall  not  exceed  eighty  percent  (80$)  applied  to  the  maximum 
liability  of  the  Government  under  the  letter  contract.  Separate  limits 
may  be  specified  for  separate  parts  of  the  work. 

(1)  Progress  payments  made  under  this  letter  contract  shall,  unless 
previously  liquidated  under  paragraph  (b),  be  liquidated  under  the 
following  procedures: 

(1)  If  this  letter  contract  is  superseded  by  a  definitive  contract, 
unliquidated  progress  payments  made  under  this  letter  contract  shall  be 
liquidated  by  deducting  the  amount  from  the  first  progress  or  other 
payments  made  under  the  definitive  contract. 
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(2)  If  this  letter  eontraet  is  not  superseded  by  a  definitive 
contract  calling  for  the  furnishing  of  all  or  part  of  the  articles  or 
services  covered  under  the  letter  contract,  unliquidated  progress 
payments  made  under  the  letter  contract  shall  be  liquidated  by  deduction 
from  the  amount  payable  under  the  Termination  clause. 

(3)  If  this  letter  contract  is  partly  terminated  and  partly 
superseded  by  a  contract,  the  Government  shall  allocate  the  unliquidated 
progress  payments  to  the  terminated  and  unterminated  portions  as  the 
Government  deems  equitable,  and  shall  liquidate  each  portion  under  the 
relevant  procedure  in  subparagraphs  (1)  and  (2)  above. 

(4)  If  the  method  of  liquidating  progress  payments  provided  above 
does  not  result  in  full  liquidation,  the  Contractor  shall  immediately  pay 
the  unliquidated  balance  to  the  Government  on  demand. 

(m)  The  amount  of  unliquidated  progress  payments  shall  not  exceed 
_  (specify  dollar  amount). 


I 

I 
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PART  32 

CONTRACT  FINANCING 

32.000  Scope  of  part. 

This  part  prescribes  policies  and  procedures  for  contract 
financing  and  other  payment  matters.  This  includes— 

(a)  Payment  methods,  including  partial  payments  and 
progress  payments  based  on  percentage  or  stage  of 
completion; 

(b)  Loan  guarantees,  advance  payments,  and  progress 
payments  based  on  costs; 

(c)  Administration  of  debts  to  the  Government  arising  out 
of  contracts; 

(d)  Contract  funding,  including  the  use  of  contract  clauses 
limiting  costs  or  funds; 

(e)  Assignment  of  claims  to  aid  in  private  financing;  and 

(f)  Selected  payment  clauses. 

32.001  Definition. 

“Contract  action,’’  as  used  in  this  part,  means  an  action 
resulting  in  a  contract,  as  defined  in  FAR  Subpart  2.1,  in¬ 
cluding  contract  modifications  for  additional  supplies  or  ser¬ 
vices.  but  not  including  contract  modifications  that  are  within 
the  scope  and  under  the  terms  of  the  contract,  such  as  con¬ 
tract  modifications  issued  pursuant  to  the  Changes  clause, 
or  funding  and  other  administrative  changes. 

SUBPART  32.1-GENERAL 

32.100  Scope  of  subpart. 

This  subpart  provides  policies  and  procedures  applicable 
to  the  general  subject  of  contract  financing  and  payment. 

32.101  Authority. 

The  basic  authority  for  the  contract  financing  described 
in  this  part  is  contained  in  section  305  of  the  Federal 
Property  and  Administrative  Services  Act  of  1949  (41 
U.S.C.  255),  section  2307  of  the  Armed  Services  Procure¬ 
ment  Act  (10  U.S.C.  2307),  and  Title  III  of  the  Defense 
Production  Act  of  1950  (50  U.S.C.  App.  2091). 

32.102  Description  of  contract  financing  methods. 

(a)  Advance  payments  are  advances  of  money  by  the 
Government  to  a  prime  contractor  before,  in  anticipation 
of,  and  for  the  purpose  of  complete  performance  under  one 
or  more  contracts.  They  are  expected  to  be  liquidated  from 
payments  due  to  the  contractor  incident  to  performance  of 
the  contracts.  Since  they  arc  not  measured  by  performance, 
they  differ  from  partial,  progress,  or  other  payments  based 
on  the  performance  or  partial  performance  of  a  contract. 
Advance  payments  may  be  made  to  prime  contractors  for 
the  purpose  of  making  subadvances  to  subcontractors. 

(b)  Progress  payments  based  on  costs  are  made  on  the 


basis  of  costs  incurred  by  the  contractor  as  work  progresses 
under  the  contract.  This  form  of  contract  financing  does 
not  include— 

(1)  Payments  based  on  the  percentage  or  stage  of  com¬ 
pletion  accomplished; 

(2)  Payments  for  partial  deliveries  accepted  by  the 
Government;  or 

(3)  Partial  payments  for  a  contract  termination  proposal. 

(c)  Loan  guarantees  are  made  by  Federal  Reserve  banks, 
on  behalf  of  designated  guaranteeing  agencies,  to  enable  con¬ 
tractors  to  obtain  financing  from  private  sources  under  con¬ 
tracts  for  the  acquisition  of  supplies  or  services  for  the  na¬ 
tional  defense. 

(d)  Partial  payments  for  accepted  supplies  and  services 
that  are  only  a  part  of  the  contract  requirements  are 
authorized  under  section  305  of  the  Federal  Property  and 
Administrative  Services  Act  (41  U.S.C.  255).  Although  par¬ 
tial  payments  are  generally  treated  as  a  method  of  payment 
and  not  as  a  method  of  contract  financing,  using  partial 
payments  can  assist  contractors  to  participate  in  Govern¬ 
ment  contracts  without,  or  with  minimal,  contract  financ¬ 
ing.  When  appropriate,  agencies  shall  use  this  payment 
method. 

(e)  (1)  Progress  payments  based  on  a  percentage  or  stage 
of  completion  are  authorized  by  the  statutes  cited  in  32. 101 . 

(2)  This  type  of  progress  payment  may  be  used  as  a 
payment  method  under  agency  procedures.  Agency  pro¬ 
cedures  must  ensure  that  payments  are  commensurate  with 
work  accomplished,  which  meets  the  quality  standards 
established  under  the  contract.  Furthermore,  progress 
payments  may  not  exceed  80  percent  of  the  eligible  costs 
of  work  accomplished  on  undefinitized  contract  actions. 

32.103  Progress  Payments  Construction  Contracts. 

When  satisfactory  progress  has  not  been  achieved  by  a 
contractor  during  any  period  for  which  a  progress  payment 
is  to  be  made,  a  percentage  of  the  progress  payment  may 
be  retained.  Retainage  should  not  be  used  as  a  substitute 
for  good  contract  management,  and  the  contracting  officers 
should  not  withhold  funds  without  cause.  Determinations 
to  retain  and  the  specific  amount  to  be  withheld  shall  be 
made  by  the  contracting  officers  on  a  case-by-case  basis. 
Such  decisions  will  be  based  on  the  contracting  officer's 
assessment  of  past  performance  and  the  likelihood  that  such 
performance  will  continue.  The  amount  of  retainage 
withheld  shall  not  exceed  10  percent  of  the  approved 
estimated  amount  in  accordance  with  the  terms  of  the  con¬ 
tract  and  may  be  adjusted  as  the  contract  approaches  com¬ 
pletion  to  recognize  better  than  expected  performance,  the 
ability  to  rely  on  alternative  safeguards,  and  other  factors. 
Upon  completion  of  all  contract  requirements,  retained 
amounts  shall  be  paid  promptly. 
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performance  of  essential  contracts.  Government  financ* 
ing  shall  be  provided  only  to  the  extent  actually  needed 
for  prompt  and  efficient  performance,  considering  the 
availability  of  private  financing.  Contract  financing 
shall  be  administered  so  as  to  aid,  not  impede,  the 
acquisition.  At  the  same  time,  the  contracting  officer 
shall  avoid  any  undue  risk  of  monetary  loss  to  the 
Government  through  the  financing.  The  contractor’s 
use  of  the  contract  financing  provided  and  the  contrac¬ 
tor’s  financial  status  shall  be  monitored. 

(b)  If  the  contractor  is  a  small  business  concern,  the 
contracting  officer  shall  give  special  attention  to  meet¬ 
ing  the  contractor’s  contract  financing  need.  However, 
a  contractor’s  receipt  of  a  certificate  of  competency 
from  the  Small  Business  Administration  has  no  bearing 
on  the  contractor’s  need  for  or  entitlement  to  contract 
financing. 

32.105  Uses  of  contract  financing. 

(a)  Contract  financing  methods  covered  in  this  part 
are  intended  to  be  self-liquidating  through  contract  per¬ 
formance.  Consequently,  agencies  shall  only  use  the 
methods  for  financing  of  contractor  working  capital, 
not  for  the  expansion  of  contractor-owned  facilities  or 
the  acquisition  of  fixed  assets.  However,  under  loan 
guarantees,  exceptions  may  be  made  for — 

(1)  Facilities  expansion  of  a  minor  or  incidental 
nature,  if  a  relatively  small  part  of  the  guaranteed 
loan  is  used  for  the  expansion  and  the  contractor’s 
repayment  would  not  be  delayed  or  impaired;  or 

(2)  Other  instances  of  facilities  expansion  for 
which  contract  financing  is  appropriate  under  agency 
procedures. 

(b)  The  limitations  in  this  section  do  not  apply  to 
contracts  under  which  facilities  are  being  acquired  for 
Government  ownership. 

32.106  Order  of  preference. 

The  contracting  officer  shall  consider  the  following 
order  of  preference  when  a  contractor  requests  con¬ 
tract  financing,  unless  an  exception  would  be  in  the 
Government’s  interest  in  a  specific  case: 

(a)  Private  financing  without  Government  guarantee. 
It  is  not  intended,  however,  that  the  contractor  be 
required  to  obtain  private  financing  (1)  at  unreasonable 
terms,  or  (2)  from  other  agencies. 

(b)  Progress  payments  based  on  costs  at  customary 
rates  (see  32.501-1). 

(c)  Loan  guarantees. 

(d)  Progress  payments  based  on  costs  with  unusual 
terms  (see  32.501). 

(e)  Advance  payments  (see  exceptions  in  32.402(b)). 

32.107  Need  for  contract  financing  not  a  deterrent. 

(a)  If  the  contractor  or  offeror  meets  the  standards 
prescribed  for  responsible  prospective  contractors  at 
9.104,  the  contracting  officer  shall  not  treat  the  con¬ 
tractor’s  need  for  contract  financing  as  a  handicap  for  a 
contract  award;  e.g.,  as  a  responsibility  factor  or  evalu¬ 
ation  criterion. 


(b)  The  contractor  should  not  be  disqualified  from 
contract  financing  solely  because  the  contractor  failed 
to  indicate  a  need  for  contract  financing  before  the 
contract  was  awarded. 

32.108  Financial  consultation. 

Each  contracting  office  should  have  available  and 
use  the  services  of  contract  financing  personnel  compe¬ 
tent  to  evaluate  credit  and  financial  problems.  In  re¬ 
solving  any  questions  concerning  (a)  the  financial  capa¬ 
bility  of  an  offeror  or  contractor  to  perform  a  contract 
or  (b)  what  form  of  contract  financing  is  appropriate  in 
a  given  case,  the  contracting  officer  should  consult  the 
appropriate  contract  financing  office. 

32.109  Termination  financing. 

To  encourage  contractors  to  invest  their  own  funds 
in  performance  despite  the  susceptibility  of  the  contract 
to  termination  for  the  convenience  of  the  Government, 
the  contract  financing  procedures  under  this  part  may 
be  applied  to  the  financing  of  terminations  either  in 
connection  with  or  independently  of  financing  for  con¬ 
tract  performance  (see  49.1 12-1). 

32.110  Contract  performance  in  foreign  countries. 

(a)  In  applying  the  coverage  of  Part  32  to  a  contract 
performed  partly  or  completely  in  a  foreign  country, 
the  contracting  officer  shall  give  due  consideration  to 
the  sovereignty,  laws,  and  procedures  of  the  country 
concerned  and  shall  obtain  legal  advice  as  necessary. 
The  legal  advice  may  indicate  a  need  for  additional 
protective  arrangements  within  the  foreign  jurisdiction 
or  for  deviations  from  the  contract  clauses  prescribed 
in  this  part. 

(b)  The  contracting  officer  shall  act  as  necessary  to 
comply  with  applicable  foreign  laws,  while  providing 
the  most  effective  protection  of  the  Government’s  in¬ 
terest. 

32.111  Contract  clauses. 

(a)  The  contracting  officer  shall  insert  the  following 
clauses,  appropriately  modified  with  respect  to  pay¬ 
ment  due  dates,  in  accordance  with  agency  regula¬ 
tions — 

(1)  The  clause  at  52.232-1,  Payments,  in  solicita¬ 
tions  and  contracts  when  a  fixed-price  supply  con¬ 
tract,  a  fixed-price  service  contract,  or  a  contract  for 
nonregulated  communication  services  is  contemplat¬ 
ed; 

(2)  The  clause  at  52.232-2,  Payment  under  Fixed- 
Price  Research  and  Development  Contracts,  in  so¬ 
licitations  and  contracts  when  a  fixed-price  research 
and  development  contract  is  contemplated; 

(3)  The  clause  at  52.232-3,  Payments  under  Person¬ 
al  Services  Contracts,  in  solicitations  and  contracts 
for  personal  services; 

(4)  The  clause  at  52.232-4,  Payments  under  Trans¬ 
portation  Contracts  and  Transportation-Related 
Services  Contracts,  in  solicitations  and  contracts  for 
transportation  or  transportation-related  services; 

(5)  The  clause  at  52.232-5,  Payments  under  Fixed- 
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Price  Construction  Contracts,  in  solicitation*  and 
contracts  for  construction  when  a  fixed-price  con¬ 
tract  is  contemplated;  and 
(6)  The  clause  at  52.232-6,  Payments  under  Com¬ 
munication  Service  Contracts  with  Common  Carri¬ 
ers,  in  solicitations  and  contracts  for  regulated  com¬ 
munication  services  by  common  carriers. 

(b)  The  contracting  officer  shall  insert  the  clause  at 
52.232-7,  Payments  under  Time-and-Matenals  and 


Labor-Hour  Contracts,  appropriately  modified  with  re¬ 
spect  to  payment  due  dates  in  accordance  with  agency 
regulations,  in  solicitations  and  contracts  when  a  time- 
and-materials  or  labor-hour  contract  is  contemplated.  If 
(i)  the  nature  of  the  work  to  be  performed  requires  the 
contractor  to  furnish  material  that  is  regularly  sold  to 
the  general  public  in  the  normal  course  of  business  by 
the  contractor  and  (ii)  the  price  is  under  the  limitations 
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prescribed  in  16.601(bX3),  the  contracting  officer  shall 
use  the  clause  with  its  Alternate  I.  If  a  labor-hour  con¬ 
tract  is  contemplated,  and  if  no  specific  reimbursement 
for  materials  furnished  is  intended,  the  contracting  of¬ 
ficer  may  use  the  clause  with  its  Alternate  li. 

(c)  The  contracting  officer  shall  insert  the  following 
clauses,  appropriately  modified  with  respect  to  pay¬ 
ment  due  dates  in  accordance  with  agency  regulations: 

(1)  The  clause  at  52.232-8,  Discounts  for  Prompt 
Payments,  in  solicitations  and  contracts  when  a 
fixed-price  supply  contract  or  fixed-price  service 
contract  is  contemplated. 

(2)  A  clause,  substantially  the  same  as  the  clause  at 
52.232-9,  Limitation  on  Withholding  of  Payments,  in 
solicitations  and  contracts  when  a  supply  contract, 
research  and  development  contract,  service  contract, 
time-and-materials  contract,  or  labor-hour  contract  is 
contemplated  that  includes  two  or  more  terms 
authorizing  the  temporary  withholding  of  amounts 
otherwise  payable  to  the  contractor  for  supplies  de¬ 
livered  or  services  performed. 

(d)  The  contracting  officer  shall  insert  the  following 
clauses,  appropriately  modified  with  respect  to  pay¬ 
ments  due  dates  in  accordance  with  agency  regulations: 

(1)  The  clause  at  52.232-10,  Payments  under  Fixed- 
Price  Architect-Engineer  Contracts,  in  fixed-price  ar¬ 
chitect-engineer  contracts. 

(2)  The  clause  at  52.232-11,  Extras,  in  solicitations 
and  contracts  when  a  fixed-price  supply  contract, 
fixed-price  service  contract,  or  a  transportation  con¬ 
tract  is  contemplated. 

SUBPART  32.2— RESERVED 

SUBPART  32.3— LOAN  GUARANTEES  FOR 
DEFENSE  PRODUCTION 

32.300  Scope  of  subpart. 

This  subpart  prescribes  policies  and  procedures  for 
designated  agencies’  guarantees  of  loans  made  by  pri¬ 
vate  financial  institutions  to  borrowers  performing  con¬ 
tracts  related  to  national  defense  (see  30. 102). 

32.301  Definitions. 

"Borrower,”  as  used  in  this  subpart,  means  a  contrac¬ 
tor,  subcontractor  (at  any  tier),  or  other  supplier  who 
receives  a  guaranteed  loan. 

"Federal  Reserve  Board”  means  the  Board  of  Gov¬ 
ernors  of  the  Federal  Reserve  System. 

"Guaranteed  loan”  or  “V  loan.”  as  used  in  this  sub¬ 
part,  means  a  loan,  revolving  credit  fund,  or  other 
financial  arrangement  made  pursuant  to  Regulation  V 
of  the  Federal  Reserve  Board,  under  which  the  guaran¬ 
teeing  agency  is  obligated,  on  demand  of  the  lender,  to 
purchase  a  stated  percentage  of  the  loan  and  to  share 
any  losses  in  the  amount  of  the  guaranteed  percentage. 

"Guaranteeing  agency,”  as  used  in  this  subpart, 
means  any  agency  that  the  President  has  authorized  to 
guarantee  loans,  through  Federal  Reserve  Banks, 'for 
expediting  national  defense  production. 


32.303 


32.302  Authority. 

Congress  has  authorized  Federal  Reserve  Banks  to 
act,  on  behalf  of  guaranteeing  agencies,  as  fiscal  agents 
of  the  United  States  in  the  making  of  loan  guarantees 
for  defense  production  (Section  301,  Defense  Produc¬ 
tion  Act  of  1950  (50  U.S.C.  App.  2091)).  By  Executive 
Order  10480,  August  14,  1953  (3  CFR  1949-53),  as 
amended,  the  President  has  designated  the  following 
agencies  as  guaranteeing  agencies: 

(a)  Department  of  Defense. 

(b)  Department  of  Energy. 

(c)  Department  of  Commerce. 

(d)  Department  of  the  Interior. 

(e)  Department  of  Agriculture. 

(0  General  Services  Administration. 

(g)  National  Aeronautics  and  Space  Administration. 

32.303  General. 

(a)  Section  301  of  the  Defense  Production  Act  au¬ 
thorizes  loan  guarantees  for  contract  performance  or 
other  operations  related  to  national  defense,  subject  to 
amounts  annually  authorized  by  Congress  on  the  maxi¬ 
mum  obligation  of  any  guaranteeing  agency  under  any 
loan,  discount,  advance,  or  commitment  in  connection 
therewith,  entered  into  under  section  301.  (See  50 
U.S.C.  App.  2091  for  statutory  limitations  and  excep¬ 
tions  concerning  the  authorization  of  loan  guarantee 
amounts  and  the  use  of  loan  guarantees  for  the  preven¬ 
tion  of  insolvency  or  bankruptcy.) 

(b)  The  guarantee  shall  be  for  less  than  100  percent 
of  the  loan  unless  the  agency  determines  that — 

(1)  The  circumstances  are  exceptional; 

(2)  The  operations  of  the  contractor  are  vital  to 

the  national  defense;  and 

(3)  No  other  suitable  means  of  financing  are  availa¬ 
ble. 

(c)  Loan  guarantees  are  not  issued  to  other  agencies 
of  the  Government. 

(d)  Guaranteed  loans  are  essentially  the  same  as  con¬ 
ventional  loans  made  by  private  financial  institutions, 
except  that  the  guaranteeing  agency  is  obligated,  on 
demand  of  the  lender,  to  purchase  a  stated  percentage 
of  the  loan  and  to  share  any  losses  in  the  amount  of  the 
guaranteed  percentage.  It  is  the  responsibility  of  the 
private  financial  institution  to  disburse  and  collect 
funds  and  to  administer  the  loan.  Under  Regulation  V 
of  the  Federal  Reserve  Board  (12  CFR  245),  any  pri¬ 
vate  financing  institution  may  submit  an  application  to 
the  Federal  Reserve  Bank  of  its  district  for  guarantee 
of  a  loan  or  credit. 

(e)  Federal  Reserve  Banks  will  make  the  loan  guar¬ 
antee  agreements  on  behalf  of  the  guaranteeing  agen¬ 
cies. 

?'■  (0  Under  Section  302(c)  of  Executive  Order  10480. 
August  14,  1953  (3  CFR  1949-53),  as  amended,  all  actions 
and  operations  of  Federal  Reserve  Banks,  as  fiscal 
agents,  are  subject  to  the  supervision  of  the  Federal 
Reserve  Board.  The  Federal  Reserve  Board  is 
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authorized  to  prescribe  the  following,  after  consultation 
with  the  heads  of  guaranteeing  agencies: 

(1)  Regulations  governing  the  actions  and  oper¬ 
ations  of  fiscal  agents. 

(2)  Rates  of  interest,  guarantee  and  commitment 
fees,  and  other  charges  that  may  be  made  for  loans, 
discounts,  advances,  or  commitments  guaranteed  by 
the  guaranteeing  agencies  through  the  Federal  Re¬ 
serve  Banks.  These  prescriptions  may  be  in  the  form 
of  specific  rates  or  limits,  or  in  other  forms. 

(3)  Uniform  forms  and  procedures  to  be  used  in 
connection  with  the  guarantees. 

(g)  The  guaranteeing  agency  is  responsible  for  certi¬ 
fying  eligibility  for  the  guarantee  and  fixing  the  maxi¬ 
mum  dollar  amount  and  maturity  date  of  the  guaran¬ 
teed  loan  to  meet  the  contractor’s  requirement  for  fi¬ 
nancing  performance  of  the  defense  production  con¬ 
tract  on  hand  at  the  time  the  guarantee  application  is 
submitted. 

32.304  Procedures. 

32.304- 1  Application  for  guarantee. 

(a)  A  contractor,  subcontractor,  or  supplier  that 
needs  operating  funds  to  perform  a  contract  related  to 
national  defense  may  apply  to  a  financing  institution  for 
a  loan.  If  the  financing  institution  is  willing  to  extend 
credit,  but  considers  a  Government  guarantee  neces¬ 
sary,  the  institution  may  apply  to  the  Federal  Reserve 
Bank  of  its  district  for  the  guarantee.  Application  forms 
and  guidance  are  available  at  all  Federal  Reserve 
Banks. 

(b)  The  Federal  Reserve  Bank  will  promptly  send  a 
copy  of  the  application,  including  a  list  of  the  relevant 
defense  contracts  held  by  the  contractor,  to  the  Federal 
Reserve  Board.  The  Board  will  transmit  the  application 
and  the  list  of  contracts  to  the  interested  guaranteeing 
agency,  so  that  the  agency  can  determine  the  eligibility 
of  the  contractor. 

(c)  To  expedite  the  process,  the  Federal  Reserve 
Bank  may,  pursuant  to  instructions  of  a  guaranteeing 
agency,  submit  lists  of  the  defense  contracts  to  the 
interested  contracting  officers. 

(d)  While  eligibility  is  being  determined,  the  Federal 
Reserve  Bank  will  make  any  necessary  credit  investiga¬ 
tions  to  supplement  the  information  furnished  by  the 
applicant  financing  institution  in  order  to — 

(1)  Expedite  necessary  defense  financing;  and 

(2)  Protect  the  Government  against  monetary  loss. 

(e)  The  Federal  Reserve  Bank  will  send  its  report 
and  recommendation  to  the  Federal  Reserve  Board. 
The  Board  will  transmit  them  to  the  interested  guaran¬ 
teeing  agency. 

32.304- 2  Certificate  of  eligibility. 

(a)  The  contracting  officer  shall  prepare  the  certifi¬ 
cate  of  eligibility  for  a  contract  that  the  contracting 
officer  deems  to  be  of  material  consequence,  when — 

(1)  The  contract  financing  office  requests  it; 

(2)  Another  interested  agency  requests  it;  or 
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(3)  The  application  for  a  loan  guarantee  relates  to 
a  contract  or  subcontract  within  the  cognizance  of 
the  contracting  officer. 

(b)  The  agency  shall  evaluate  the  relevant  data,  in¬ 
cluding  the  certificate  of  eligibility,  the  accompanying 
data,  and  any  other  relevant  information  on  the  con¬ 
tractor’s  financial  status  and  performance,  to  determine 
whether  authorization  of  a  loan  guarantee  would  be  in 
the  Government’s  interest. 

(c)  If  the  contractor  has  several  major  national  de¬ 
fense  contracts,  it  is  normally  not  necessary  to  evaluate 
the  eligibility  of  relatively  minor  contracts.  The  deter¬ 
mination  of  eligibility  should  be  processed,  without 
delay,  based  on  the  the  preponderance  of  the  amount 
of  the  contracts. 

(d)  The  certificate  of  eligibility  shall  include  the  fol¬ 
lowing  determinations: 

(1)  The  supplies  or  services  to  be  acquired  are 
essential  to  the  national  defense. 

(2)  The  contractor  has  the  facilities  and  the  techni¬ 
cal  and  management  ability  required  for  contract 
performance. 

(3)  There  is  no  practicable  alternate  source  for  the 
acquisition  without  prejudice  to  the  national  defense. 
(This  statement  shall  not  be  included  if  the  contrac¬ 
tor  is  a  small  business  concern.) 

(e)  The  contracting  officer  shall  consider  the  follow¬ 
ing  factors  in  determining  if  a  practicable  alternate 
source  exists: 

(1)  Prejudice  to  the  national  defense,  because  relet¬ 
ting  of  a  contract  with  another  source  would  conflict 
with  a  major  policy  on  defense  acquisition;  e.g.,  poli¬ 
cies  relating  to  the  mobilization  base. 

(2)  The  urgency  of  contract  performance  sched¬ 
ules. 

(3)  The  technical  ability  and  facilities  of  other  po¬ 
tential  sources. 

(4)  The  extent  to  which  other  sources  would  need 
contract  financing  to  perform. 

(5)  The  willingness  of  other  sources  to  enter  into 
contracts. 

(6)  The  time  and  expense  involved  in  repurchasing 
for  contracts  or  parts  of  contracts.  This  may  include 
potential  claims  under  a  termination  for  convenience 
or  delays  incident  to  default  at  a  later  date. 

(7)  The  comparative  prices  available  from  other 
sources. 

(8)  The  disruption  of  established  subcontracting 
arrangements. 

(9)  Other  pertinent  factors. 

(0  The  contracting  officer  shall  attach  sufficient  data 
to  the  certificate  of  eligibility  to  support  the  determina¬ 
tions  made.  Available  pertinent  information  shall  be 
included  on — 

(1)  The  contractor’s  past  performance; 

(2)  The  relationship  of  the  contractor’s  operations 
to  performance  schedules;  and 
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(3)  Other  factors  listed  in  paragraph  (e)  above,  if 

relevant  to  the  case  under  consideration. 

(g)  If  the  contracting  officer  determines  that  a  certifi¬ 
cate  of  eligibility  is  not  justified,  the  facts  and  reasons 
supporting  that  conclusion  shall  be  documented  and 
furnished  to  the  agency  contract  finance  office. 

(h)  The  guaranteeing  agency  shall  review  the  pro¬ 
posed  guarantee  terms  and  conditions.  If  they  are  con¬ 
sidered  appropriate,  the  guaranteeing  agency  shall  com¬ 
plete  a  standard  form  of  authorization  as  prescribed  by 
the  Federal  Reserve  Board.  The  agency  shall  transmit 
the  authorization  through  the  Federal  Reserve  Board 
to  the  Federal  Reserve  Bank.  The  Bank  is  authorized 
to  execute  and  deliver  to  the  financing  institution  a 
standard  form  of  guarantee  agreement,  with  the  terms 
and  conditions  approved  for  the  particular  case.  The 
financing  institution  will  then  make  the  loan. 

(i)  Substantially  the  same  procedure  may  be  followed 
for  the  application  of  an  offeror  who  is  actively  negoti¬ 
ating  or  bidding  for  a  defense  contract,  except  that  the 
guarantee  shall  not  be  authorized  until  the  contract  has 
been  executed. 

(j)  The  contracting  officer  shall  report  to  the  agency 
contract  finance  office  any  information  about  the  con¬ 
tractor  that  would  have  a  potentially  adverse  impact 
on  a  pending  guarantee  application.  The  contracting 
officer  is  not  required,  however,  to  initiate  any  special 
investigation  for  this  purpose. 

(k)  With  regard  to  existing  contracts,  the  agency 
shall  not  consider  the  percentage  of  guarantee  request¬ 
ed  by  the  financing  institution  in  determining  the  con¬ 
tractor’s  eligibility. 

32.304-3  Asset  formula. 

(a)  Under  guaranteed  loans  made  primarily  for  work¬ 
ing  capital  purposes,  the  agency  shall  normally  limit 
the  guarantee,  by  use  of  an  asset  formula,  to  an  amount 
that  does  not  exceed  a  specified  percentage  (90  percent 
or  less)  of  the  contractor’s  investment  (e.g.,  payrolls 
and  inventories)  in  defense  production  contracts.  The 
asset  formula  may  include  all  items  under  defense  con¬ 
tracts  for  which  the  contractor  would  be  entitled  to 
payment  on  performance  or  termination.  The  formula 
shall  exclude — 

(1)  Amounts  for  which  the  contractor  has  not 

done  any  work  or  made  any  expenditure; 

(2)  Amounts  that  would  become  due  as  the  result 

of  later  performance  under  the  contracts;  and 

(3)  Cash  collateral  or  bank  deposit  balances. 

(b)  Progress  payments  are  deducted  from  the  asset 
formula. 

(c)  The  agency  may  relax  the  asset  formula  to  an 
appropriate  extent  for  the  time  actually  necessary  for 
contract  performance,  if  the  contractor's  working  capi¬ 
tal  and  credit  are  inadequate. 


_ 32.304-6 

32.304- 4  Guarantee  amount  and  maturity. 

The  agency  may  change  the  guarantee  amount  or 
maturity  date,  within  the  limitations  at  32.304-3,  as  fol¬ 
lows: 

(a)  If  the  contractor  enters  into  additional  defense 
production  contracts  after  the  application  for,  but 
before  authorization  of,  a  guarantee,  the  agency  may 
adjust  the  loan  guarantee  amount  or  maturity  date  to 
meet  any  significant  increase  in  financing  need. 

(b)  If  the  contractor  enters  into  defense  production 
contracts  during  the  term  of  the  guaranteed  loan,  the 
parties  may  adjust  the  existing  guarantee  agreement  to 
provide  for  financing  the  new  contracts.  Pertinent  in¬ 
formation  and  the  Federal  Reserve  Bank  reports  will 
be  submitted  to  the  guaranteeing  agency  under  the 
procedures  for  the  original  guarantee  application,  de¬ 
scribed  in  32.304-1.  Normally,  a  new  certificate  of  eligi¬ 
bility  is  required. 

32.304- 5  Assignment  of  ;iaims  under  contracts. 

(a)  The  agency  shall  generally  require  a  contractor 
that  is  provided  a  guaranteed  loan  to  execute  an  assign¬ 
ment  of  claims  under  defense  production  contracts  (in¬ 
cluding  any  contracts  entered  into  during  the  term  of 
the  guaranteed  loan  that  are  eligible  for  financing 
under  the  loan);  however,  the  agency  need  not  require 
assignment  if  any  of  the  following  conditions  are 
present: 

(1)  The  contractor’s  financial  condition  is  so  strong 
that  the  protection  to  the  Government  provided  by 
an  assignment  of  claims  is  unnecessary. 

(2)  In  connection  with  the  assignment  of  claims 
under  a  major  contract,  the  increased  protection  of 
the  loan  that  would  be  provided  by  the  assignments 
under  additional,  relatively  smaller  contracts  is  not 
considered  necessary  by  the  agency. 

(3)  The  assignment  of  claims  would  create  an  ad¬ 
ministrative  burden  disproportionate  to  the  protec¬ 
tion  required;  e.g.,  if  the  contractor  has  a  large 
number  of  contracts  with  individually  small  dollar 
amounts. 

(b)  The  contractor  shall  also  execute  an  assignment 
of  laims  if  requested  to  do  so  by  the  guarantor  or  the 
financing  institution. 

(c)  A  subcontract  or  purchase  order  issued  to  a  sub¬ 
contractor  shall  not  be  considered  eligible  for  financing 
under  guaranteed  loans  when  the  issuer  of  the  subcon¬ 
tract  or  purchase  order  reserves  (1)  the  privilege  of 
making  payments  directly  to  the  assignor  or  to  the 
assignor  and  assignee  jointly,  after  notice  of  the  assign¬ 
ment,  or  (2)  the  right  to  reduce  or  set  off  assigned 
proceeds  under  defense  production  contracts  by  reason 
of  claims  against  the  borrower  arising  after  notice  of 
assignment  and  independently  of  defense  production 
contracts  under  which  the  borrower  is  the  seller. 

32.304- 6  Other  collateral  security. 

The  following  are  examples  of  other  forms  of  secu¬ 
rity  that,  although  seldom  invoked  under  guaranteed 
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loans,  may  be  required  when  considered  necessary  for 
protection  of  the  Government  interest: 

(a)  Mortgages  on  fixed  assets. 

(b)  Liens  against  inventories. 

(c)  Endorsements. 

(d)  Guarantees. 

(e)  Subordinations  or  standbys  of  other  indebtedness. 

32.304- 7  Contract  surety  bonds  and  loan  guarantees. 

(a)  Contract  surety  bonds  are  incompatible  with  the 
Government’s  interests  under  guaranteed  loans,  unless 
the  interests  of  the  surety  are  subordinated  to  the  guar¬ 
anteed  loan. 

(b)  If  a  substantial  share  of  the  contractor’s  defense 
contracts  are  covered  by  surety  bonds,  or  the  amount 
of  the  bond  is  substantial  in  relation  to  the  contractor’s 
net  worth,  the  agency  shall  not  authorize  the  guarantee 
of  a  loan  on  a  bonded  contract  unless  the  surety  enters 
into  an  agreement  with  the  financing  institution  to  sub¬ 
ordinate  the  surety’s  rights  and  claims  in  favor  of  the 
guaranteed  loan. 

(c)  The  agency  approval  of  a  guarantee  for  a  loan 
involving  relatively  substantial  subcontracts  covered  by 
surety  bonds  shall  also  depend  on  the  establishment  of 
a  reasonable  allocation  agreement  between  the  sureties 
and  the  financing  institution.  The  agreement  should 
give  the  financing  institution  the  benefit,  with  regard  to 
payments  to  be  made  on  the  contract,  of  the  portion  of 
its  loans  fairly  attributable  to  expenditures  made  under 
the  bonded  subcontracts  before  notice  of  default. 

32.304- 8  Other  borrowing. 

(a)  Because  of  the  limitations  under  guaranteed  loans, 
some  contractors  seek  to  supplement  the  loan  by  other 
borrowing  (outside  the  guarantee)  from  the  financing 
institution  or  other  sources.  It  has  been  recognized  in 
practice  that,  while  prohibition  of  borrowings  outside 
the  guaranteed  loan  is  preferable  when  practicable  in  a 
given  V-loan  case,  such  other  borrowings  should  be 
permitted  when  necessary. 

(b)  If  the  agency  consents  to  the  contractor  obtaining 
other  borrowing  during  the  guaranteed  loan  period,  the 
agency  shall  apply  the  following  restrictions: 

(1)  A  reasonable  limit  on  the  amount  of  other 
borrowing. 

(2)  If  guaranteed  and  unguaranteed  loans  are  made 
by  the  same  financing  institution,  a  requirement  that 
any  collateral  security  requested  by  the  institution 
under  the  unguaranteed  loan  is  also  to  be  secondary 
collateral  for  the  guaranteed  loan. 

(3)  A  requirement  that  the  contractor  provide  ap¬ 
propriate  certificates  to  the  guaranteeing  agency,  at 
intervals  not  longer  than  30  days,  to  disclose  out¬ 
standing  unguaranteed  borrowings. 

32.305  Loan  guarantees  for  terminated  contracts. 

(a)  The  purpose  of  guaranteed  loans;  i.e.,  to  provide 
for  financing  based  on  the  borrower’s  recoverable  in¬ 
vestment  in  defense  production  contracts,  may  also 
apply  to  contracts  that  have  been  terminated  (partially 
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or  totally)  for  the  convenience  of  the  Government. 
Guaranteed  loans  also  may  be  made  before  such  termi¬ 
nation  if  it  is  known  that  termination  of  particular  con¬ 
tracts  for  the  convenience  of  the  Government  is  about 
to  occur.  These  loans  are  expected  to  provide  neces¬ 
sary  financing  pending  termination  settlements  and  pay¬ 
ments.  They  may  also  finance  continuing  performance 
of  defense  production  contracts  that  are  eligible  for 
guaranteed  loans. 

(b)  The  procedure  for  such  guarantees  is  substantial¬ 
ly  the  same  as  that  outlined  in  32.304,  except  that 
certificates  of  eligibility  are  not  required  for  (1)  con¬ 
tracts  that  have  been  totally  terminated  or  (2)  the  ter¬ 
minated  portion  of  contracts  that  have  been  partially 
terminated.  The  agency  shall  take  precautions  neces¬ 
sary  to  avoid  Government  losses  and  to  ensure  the 
loans  will  be  self-liquidating  from  the  proceeds  of  de¬ 
fense  production  contracts. 

(c)  Loan  guarantees  for  contract  termination  financ¬ 
ing  shall  not  be  provided  before  specific  contract  termi¬ 
nations  are  certain. 

32.306  Loan  guarantees  for  subcontracts. 

If  the  request  for  a  loan  guarantee  concerns  a  sub¬ 
contractor  that  is  financially  weak  in  comparison  with 
its  contractor,  the  Government’s  interests  may  be  fos¬ 
tered  by  the  contractor  making  progress  payments  to 
the  subcontractor.  If  so,  the  agency  shall  try  to  arrange 
for  the  contractor  to  provide  the  progress  payments. 

As  a  result,  the  need  for  the  loan  guarantee  may  be 
reduced  or  eliminated  and  the  contractor  would  bear 
part  or  all  of  the  risk  of  loss  arising  from  the  selection 
of  the  subcontractor. 

SUBPART  32.4— ADVANCE  PAYMENTS 

32.400  Scope  of  subpart. 

This  subpart  provides  policies  and  procedures  for 
advance  payments  on  prime  contracts  and  subcontracts. 

It  does  not  include  policies  and  procedures  for  advance 
payments  for  the  types  of  transactions  listed  in  32.404. 

32.401  Statutory  authority. 

The  agency  may  authorize  advance  payments  in  ne¬ 
gotiated  and  sealed  bid  contracts  if  the  action  is  appro-  I 
priate  under  (a)  section  305  of  the  Federal  Properly  and 
Administrative  Services  Act  of  1949  (41  U.S.C.  255), 

(b)  the  Armed  Services  Procurement  Act  (10  U.S.C. 
2307),  or  (c)  Pub.  L.  85-804  (50  U.S.C.  1431-1435) 
and  Executive  Order  10789,  November  14,  1958  (3 
CFR  1958  Supp.  pp.  72-74)  (see  Part  50  of  the  Federal 
Acquisition  Regulation  (FAR)  for  other  applications  of 
this  statute). 

32.402  General. 

(a)  A  limitation  on  authority  to  grant  advance  pay¬ 
ments  under  Pub.  L.  85-804  (50  U.S.C.  1431-1435)  is 
described  at  FAR  50.203(b)(4).  This  limitation  also  ap¬ 
plies  to  advance  payments  authorized  under  10  U.S.C. 
2307. 
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(b)  Advance  payments  may  be  provided  on  any  type 
of  contract;  however,  the  agency  shall  authorize  ad¬ 
vance  payments  sparingly.  Except  for  the  contracts 
described  in  32.403(a)  and  (b),  advance  payment  is  the 
least  preferred  method  of  contract  financing  (see 
32.106)  and  generally  they  should  not  be  authorized  if 
other  types  of  financing  are  reasonably  available  to  the 
contractor  in  adequate  amounts.  Loans  and  credit  at 
excessive  interest  rates  or  other  exorbitant  charges,  or 
loans  from  other  Government  agencies,  are  not  consid¬ 
ered  reasonably  available  financing. 

(c)  If  statutory  requirements  and  standards  for  ad¬ 
vance  payment  determinations  are  met,  the  contracting 
officer  shall  generally  recommend  that  the  agency  au¬ 
thorize  advance  payments. 

(1)  The  statutory  requirements  are  that— 

(i)  The  contractor  gives  adequate  security; 

(ii)  The  advance  payments  will  not  exceed  the 
unpaid  contract  price  (see  32.410(b),  subparagraph 

(a)(2));  and 

(iii)  The  agency  head  or  designee  determines, 
based  on  written  findings,  that  the  advance  pay¬ 
ment — 

(A)  Is  in  the  public  interest  (under  32.401(a) 
or  (b));  or 

(B)  Facilitates,  the  national  defense  (under 
32.401(c)). 

(2)  The  standards  for  advance  payment  determina¬ 
tions  are  that — 

(i)  The  advance  payments  will  not  exceed  the 
contractor’s  interim  cash  needs  based  on — 

(A)  Analysis  of  the  cash  flow  required  for 
contract  performance; 

(B)  Consideration  of  the  reimbursement  or 
other  payment  cycle;  and 

(C)  To  the  extent  possible,  employment  of  the 
contractor's  own  working  capital; 

(ii)  The  advance  payments  are  necessary  to  sup¬ 
plement  other  funds  or  credit  available  to  a  con¬ 
tractor; 

(iii)  The  recipient  is  otherwise  qualified  as  a 
responsible  contractor; 

(iv)  The  Government  will  benefit  from  perform¬ 
ance  prospects  or  there  are  other  practical  advan¬ 
tages;  and 

(v)  The  case  fits  one  or  more  of  the  categories 
described  in  32.403. 

(d)  If  necessary,  the  agency  may  authorize  advance 
payments  in  addition  to  progress  or  partial  payments 
on  the  same  contract  (see  32.501-l(c)). 

(e)  Each  agency  that  provides  advance  payments 
shall — 

(1)  Place  the  responsibility  for  making  findings  and 
determinations,  and  for  approval  of  contract  terms 
concerning  advance  payments  (see  32.410),  at  an  or¬ 
ganizational  level  high  enough  to  ensure  uniform  ap¬ 
plication  of  this  subpart  (see  the  limitation  at 
50.201(b)  which  also  applies  to  advance  payments 


authorized  under  Pub.  L.  85-804  (50  U.S.C.  1431- 
1435));  and 

(2)  Establish  procedures  for  coordination,  before 
advance  payment  authorization,  with  the  activity 
that  provides  contract  financing  support. 

(0  If  the  contract  provides  for  advance  payments 
under  Pub.  L.  85-804,  the  contracting  officer  shall 
ensure  conformance  with  the  requirements  of  FAR 
50.307. 

32.403  Applicability. 

Advance  payments  may  be  considered  useful  and 
appropriate  for  the  following: 

(a)  Contracts  for  experimental,  research,  or  develop¬ 
ment  work  with  nonprofit  educational  or  research  insti¬ 
tutions. 

(b)  Contracts  solely  for  the  management  and  oper¬ 
ation  of  Government-owned  plants. 

(c)  Contracts  for  acquisition  at  cost  of  facilities  for 
Government  ownership. 

(d)  Contracts  of  such  a  highly  classified  nature  that 
the  agency  considers  it  undesirable  for  national  security 
to  permit  assignment  of  claims  under  the  contract. 

(e)  Contracts  entered  into  with  financially  weak  con¬ 
tractors  whose  technical  ability  is  considered  essential 
to  the  agency.  In  these  cases,  the  agency  shall  closely 
monitor  the  contractor’s  performance  and  financial 
controls  to  reduce  the  Government’s  financial  risk. 

(f)  Contracts  for  which  a  loan  by  a  private  financial 
institution  is  not  practicable,  whether  or  not  a  loan 
guarantee  under  this  part  is  issued;  for  example,  if — 

(1)  Financing  institutions  will  not  assume  a  reason¬ 
able  portion  of  the  risk  under  a  guaranteed  loan; 

(2)  Loans  with  reasonable  interest  rates  or  finance 
charges  are  not  available  to  the  contractor;  or 

(3)  Contracts  involve  operations  so  remote  from  a 
financial  institution  that  the  institution  could  not  be 
expected  to  suitably  administer  a  guaranteed  loan. 

(g)  Contracts  with  small  business  concerns,  under 
which  circumstances  that  make  advance  payments  ap¬ 
propriate  often  occur  (but  see  32.104(b)). 

(h)  Contracts  under  which  exceptional  circumstances 
make  advance  payments  the  most  advantageous  con¬ 
tract  financing  method  for  both  the  Government  and 
the  contractor. 

32.404  Exclusions. 

(a)  This  subpart  does  not  apply  to  advance  payments 
authorized  by  law  for — 

(1)  Rent; 

(2)  Tuition; 

(3)  Insurance  premiums; 

(4)  Expenses  of  investigations  in  foreign  countries; 

(5)  Extension  or  connection  of  public  utilities  for 
Government  buildings  or  installations; 

(6)  Subscriptions  to  publications; 

(7)  Purchases  of  supplies  or  services  in  foreign 
countries,  if— 
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(i)  The  purchase  price  does  not  exceed  $10,000 
(or  equivalent  amount  of  the  applicable  foreign 
currency);  and 

(ii)  The  advance  payment  is  required  by  the 
laws  or  government  regulations  of  the  foreign 
country  concerned; 

(8)  Enforcement  of  the  customs  or  narcc'ics  laws; 
or 

(9)  Other  types  of  transactions  excluded  by  agency 
procedures  under  statutory  authority. 

(b)  Agencies  may  issue  their  own  instructions  to  deal 
with  advance  payment  items  in  paragraph  (a)  above 
authorized  under  statutes  relevant  to  their  agencies. 

32.405  Applying  Pub.  L.  85-804  to  advance  payments 
under  sealed  bid  contracts. 

(a)  Actions  that  designated  agencies  may  take  to  fa¬ 
cilitate  the  national  defense  without  regard  to  other 
provisions  of  law  relating  to  contracts,  as  explained 
in  50.101(a).  also  include  making  advance  payments. 
These  advance  payments  may  be  made  at  or  after 
award  of  sealed  bid  contracts,  as  well  as  negotiated 
contracts. 

(b)  Bidders  may  request  advance  payments  before  or 
after  award,  even  if  the  invitation  for  bids  does  not 
contain  an  advance  payment  provision.  However,  the 
contracting  officer  shall  reject  any  bid  requiring  that 
advance  payments  be  provided  as  a  basis  for  accept¬ 
ance. 

(c)  When  advance  payments  are  requested,  the 
agency  may — 

(1)  Enter  into  the  contract  and  provide  for  ad¬ 
vance  payments  conforming  to  this  Part  32; 

(2)  Enter  into  the  contract  without  providing  for 
advance  payments  if  the  contractor  does  not  actually 
need  advance  payments;  or 

(3)  Deny  award  of  the  contract  if  the  request  for 
advance  payments  has  been  disapproved  under 
32.409-2  and  funds  adequate  for  performance  are  not 
otherwise  available  to  the  offeror. 

32.406  Letters  of  credit. 

(a)  The  Department  of  the  Treasury  (Treasury)  pre¬ 
scribes  regulations  and  instructions  covering  the  use  of 
letters  of  credit  for  advance  payments  under  contracts. 
See  Treasury  Department  Circular  1075  (31  CFR  205), 
and  the  implementing  instructions  in  the  Treasury 

|  Financial  Manual,  available  in  offices  providing  financial 
advice  and  assistance. 

(b)  If  agencies  provide  advance  payments  to  contrac¬ 
tors,  use  of  the  following  methods  is  required  unless 
the  agency  has  obtained  a  waiver  from  the  Treasury 
Department: 

(1)  By  letter  of  credit  if  the  contracting  agency 
expects  to  have  a  continuing  relationship  with  the 
contractor  for  a  year  or  more,  with  advances  totaling 
at  least  $120,000  a  year.  g 
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(2)  By  direct  Treasury  check  if  the  circumstances 
do  not  meet  the  criteria  in  subparagraph  (1)  above. 

(c)  If  the  agency  has  entered  into  multiple  contracts 
(or  a  combination  of  contract(s)  and  assistance 
agreement(s))  involving  eligibility  of  a  contractor  for 
more  than  one  letter  of  credit,  the  agency  shall  follow 
arrangements  made  under  Treasury  procedures  for  (1) 
consolidating  funding  to  the  same  contractor  under  one 
letter  of  credit  or  (2)  replacing  multiple  letters  of  credit 
with  a  single  letter  of  credit. 

(d)  The  letter  of  credit  enables  the  contractor  to 
withdraw  Government  funds  in  amounts  needed  to 
cover  its  own  disbursements  of  cash  for  contract  per¬ 
formance.  Whenever  feasible,  the  agency  shall,  under 
the  direction  and  approval  of  the  Department  of  the 
Treasury,  use  a  letter  of  credit  method  that  requires  the 
contractor  not  to  withdraw  the  Government  funds 
until  the  contractor’s  checks  have  been  (1)  forwarded 
to  the  payees  (delay  of  drawdown  technique),  or  (2) 
presented  to  the  contractor’s  bank  for  payment  (checks 
paid  technique)  (see  31  CFR  205.3  and  205.4(d)). 

(e)  The  Treasury  regulations  provide  for  terminating 
the  advance  financing  arrangement  if  the  contractor  is 
unwilling  or  unable  to  minimize  the  elapsed  time  be¬ 
tween  receipt  of  the  advance  and  disbursement  of  the 
funds.  In  such  cases,  if  reversion  to  normal  payment 
methods  is  not  feasible,  the  Treasury  regulation  pro¬ 
vides  for  use  of  a  working  capital  method  of  advance; 
i.e.,  for  limiting  advances  to  (1)  only  the  estimated 
disbursements  for  a  given  initial  period  and  (2)  subse¬ 
quently,  for  only  actual  cash  disbursements  (31  CFR 
205.3(k)  and  205.7). 

32.407  Interest. 

(a)  Except  as  provided  in  paragraph  (d)  below,  the 
contracting  officer  shall  charge  interest  on  the  daily 
unliquidated  balance  of  all  advance  payments  at  the 
higher  of— 

(1)  The  published  prime  rate  of  the  banking  institu¬ 
tion  (depository)  in  which  the  special  bank  account 
(see  32.409-3)  is  established;  or 

(2)  The  rate  established  by  the  Secretary  of  the 
Treasury  under  50  U.S.C.  App.  1215(b)(2). 

(b)  The  interest  rate  for  advance  payments  shall  be 
adjusted  for  changes  in  the  prime  rate  of  the  depository 
and  the  semiannual  determination  by  the  Secretary  of 
the  Treasury  under  50  U.S.C.  App.  1215(b)(2).  The 
contracting  officer  shall  obtain  data  from  the  deposi¬ 
tory  on  changes  in  the  interest  rate  during  the  month. 
Interest  shall  be  computed  at  the  end  of  each  month  on 
the  daily  unliquidated  balance  of  advance  payments  at 
the  applicable  daily  interest  rate. 

(c)  Interest  shall  be  required  on  contracts  that  are  for 
acquisition,  at  cost,  of  facilities  for  Government  owner¬ 
ship,  if  the  contracts  are  awarded  in  combination  with, 
or  in  contemplation  of,  supply  contracts  or  subcon¬ 
tracts. 
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(d)  The  agency  head  or  designee  may  authorize  ad¬ 
vance  payments  without  interest  under  the  following 
types  of  contracts,  if  in  the  Government’s  interest: 

(1)  Contracts  for  experimental,  research,  or  devel¬ 
opment  work  (including  studies,  surveys,  and  demon¬ 
strations  in  socio-economic  areas)  with  nonprofit 
education  or  research  institutions. 

(2)  Contracts  solely  for  the  management  and  oper¬ 
ation  of  Government-owned  plants. 

(3)  Cost-reimbursement  contracts  with  govern¬ 
ments,  including  State  or  local  governments,  or  their 
instrumentalities. 

(4)  Other  classes  of  contracts,  or  unusual  cases,  for 
which  the  exclusion  of  interest  on  advances  is  spe¬ 
cifically  authorized  by  agency-  procedures. 

(e)  If  a  contract  provides  for  interest-free  advance 
payments,  the  contracting  officer  may  require  the  con¬ 
tractor  to  charge  interest  on  advances  or  downpay¬ 
ments  to  subcontractors  and  credit  the  Government  for 
the  proceeds  from  the  interest  charges.  Interest  rates 
shall  be  determined  as  described  in  paragraphs  (a)  and 

(b)  above.  The  contracting  officer  need  not  require  the 
contractor  to  charge  interest  on  an  advance  to  a  sub¬ 
contractor  that  is  an  institution  of  the  kind  described  in 
subparagraph  (dXO- 

(f)  The  contracting  officer  shall  not  allow  interest 
charges,  required  by  this  32.407,  as  reimbursable  costs 
under  cost-reimbursement  contracts,  whether  the  inter¬ 
est  charge  was  incurred  by  the  prime  contractor  or  a 
subcontractor. 

32.408  Application  for  advance  payments. 

(a)  A  contractor  may  apply  for  advance  payments 
before  or  after  the  award  of  a  contract. 

(b)  The  contractor  shall  submit  any  advance  payment 
request  in  writing  to  the  contracting  officer  and  pro¬ 
vide  the  following  information: 

(1)  A  reference  to  the  contract  if  the  request  con¬ 
cerns  an  existing  contract,  or  a  reference  to  the  so¬ 
licitation  if  the  request  concerns  a  proposed  contract. 

(2)  A  cash  flow  forecast  showing  estimated  dis¬ 
bursements  and  receipts  for  the  period  of  contract 
performance.  If  the  application  pertains  to  a  type  of 
contract  described  in  32.403(a)  or  (b),  the  contractor 
shall  limit  the  forecast  to  the  contract  to  be  financed 
by  advance  payments. 

(3)  The  proposed  total  amount  of  advance  pay¬ 
ments. 

(4)  The  name  and  address  of  the  bank  at  which  the 
contractor  expects  to  establish  a  special  account  as 
depository  for  the  advance  payments.  If  advance 
payments  in  the  form  of  a  letter  of  credit  are  antici¬ 
pated,  the  contractor  shall  identify  the  specific  ac¬ 
count  at  the  bank  to  be  used.  This  subparagraph  (4) 
is  not  applicable  if  an  alternate  method  is  used  under 
agency  procedures. 

(5)  A  description  of  the  contractor’s  efforts  to 
obtain  unguaranteed  private  financing  or  a  V-loan 
(see  32.301)  under  eligible  contracts.  This  require¬ 


ment  is  not  applicable  to  the  contract  types  described 
in  32.403(a)  or  (b). 

(6)  Other  information  appropriate  to  an  under¬ 
standing  of  (i)  the  contractor’s  financial  condition 
and  need,  (ii)  the  contractor’s  ability  to  perform  the 
contract  without  loss  to  the  Government,  and  (iii) 
financial  safeguards  needed  to  protect  the  Govern¬ 
ment’s  interest.  Ordinarily,  if  the  contract  is  a  type 
described  in  32.403(a)  or  (b),  the  contractor  may 
limit  the  response  to  this  subparagraph  (6)  to  infor¬ 
mation  on  the  contractor’s  reliability,  technical  abili¬ 
ty,  and  accounting  system  and  controls. 

32.409  Contracting  officer  action. 

After  analysis  of  the  contractor’s  application  and  any 
appropriate  investigation,  the  contracting  officer  shall 
recommend  approval  or  disapproval  and  transmit  the 
request  and  recommendation  to  the  approving  authori¬ 
ty  designated  under  32.402(e). 

32.409- 1  Recommendation  for  approval. 

If  recommending  approval,  the  contracting  officer 
shall  transmit  the  following,  under  agency  procedures, 
to  the  approving  authority: 

(a)  Contract  data,  including — 

(1)  Identification  and  date  of  the  award; 

(2)  Citation  of  the  appropriation; 

(3)  Type  and  dollar  amount  of  the  contract; 

(4)  Items  to  be  supplied,  schedule  of  deliveries  or 
performance,  and  status  of  any  deliveries  or  perform¬ 
ance; 

(5)  The  contract  fee  or  profit  contemplated;  and 

(6)  A  copy  of  the  contract,  if  available. 

(b)  The  contractor’s  request  and  supporting  informa¬ 
tion. 

(c)  A  report  on  the  contractor’s  past  performance, 
responsibility,  technical  ability,  and  plant  capacity. 

(d)  Comments  on  (1)  the  contractor’s  need  for  ad¬ 
vance  paymeiits  and  (2)  potential  Government  benefits 
from  the  contract  performance. 

(e)  Proposed  advance  payment  contract  terms,  in¬ 
cluding  proposed  security  requirements. 

(f)  The  findings,  determination,  and  authorization 
(see  32.410). 

(g)  The  recommendation  for  approval  of  the  advance 
payment  request. 

(h)  Justification  of  any  proposal  for  waiver  of  inter¬ 
est  charges  (see  32.407). 

32.409- 2  Recommendation  for  disapproval. 

If  recommending  disapproval,  the  contracting  officer 
shall,  under  agency  procedures,  transmit — 

(a)  The  items  prescribed  in  32.409- 1(a),  (b),  and  (c); 
and 

(b)  The  recommendation  for  disapproval  and  the  rea¬ 
sons. 

32.409- 3  Security,  supervision,  and  covenants. 

(a)  If  advance  payments  are  approved,  the  contract¬ 
ing  officer  shall  enter  into  an  agreement  with  the  con- 
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tractor  covering  bank  accounts  and  suitable  covenants 
protecting  the  Government’s  interest  (see  32.411).  This 
requirement  generally  applies  under  all  statutory  au¬ 
thorities,  but  modified  requirements  applicable  to  cer¬ 
tain  specific  cases  are  prescribed  in  paragraphs  (e) 
through  (g)  below. 

(b)  The  agency  shall  (1)  ensure  that  the  amount  of 
advance  payments  does  not  exceed  the  contractor’s  fi¬ 
nancial  needs,  and  (2)  closely  supervise  the  contractor’s 
withdrawal  of  funds  from  special  bank  accounts  in 
which  the  advance  payments  are  deposited. 

(c)  In  the  terms  of  the  agreement,  the  contracting 
officer  should  provide  for  a  paramount  lien  in  favor  of 
the  Government.  This  lien  may  supplement  or  replace 
other  security  requirements.  The  lien  should  cover — 

(1)  Supplies  being  acquired; 

(2)  Any  credit  balance  in  the  special  bank  account 
in  which  advance  payments  are  deposited;  and 

(3)  All  property  that  the  contractor  acquires  for 
performing  the  contract,  except  to  the  extent  to 
which  the  Government  otherwise  has  valid  title  to 
the  property. 

(d)  Security  requirements  vary  to  fit  the  circum¬ 
stances  of  different  cases.  Minimum  security  require¬ 
ments  are  covered  by  the  clauses  prescribed  in  the 
contract.  The  contracting  officer  may  supplement  these 
as  necessary  in  each  case  for  protection  of  the  Govern¬ 
ment’s  interest.  Examples  of  additional  security  terms 
are — 

(1)  Personal  or  corporate  endorsements  or  guaran¬ 
tees; 

(2)  Pledges  of  collateral; 

(3)  Subordination  or  standby  of  other  indebtedness; 

(4)  Controls  or  limitations  on  profit  distributions, 
salaries,  bonuses  or  commissions,  rentals  and  royal¬ 
ties,  capital  expenditures,  creation  of  liens,  retirement 
of  stock  or  debt,  and  creation  of  additional  obliga¬ 
tions;  and 

(5)  Advance  payment  bonds  (rarely  required). 

(e)  In  an  advance  payment  agreement  with  an  instru¬ 
mentality  of  the  Government,  a  State,  a  local  govern¬ 
ment,  or  an  agency  or  instrumentality  of  a  State  or 
local  government,  the  contracting  officer  may  omit  the 
requirement  for  deposit  of  the  advances  in  a  special 
bank  account,  if  the  official  approving  the  advance 
determines  that  other  adequate  security  exists  to  pro¬ 
tect  the  Government’s  interest. 

(0  The  requirements  of  this  32.409-3  do  not  apply 
when  using  letters  of  credit  if  an  agency’s  procedures 
provide  for — 

(1)  The  use  under  a  cost-reimbursement  contract 
of  Federal  funds  deposited  in  the  contractor's  bank 
account  (without  the  contractor  acquiring  title  to  the 
funds);  and 

(2)  The  security  of  such  deposit  of  public  moneys 
in  accordance  with  governing  regulations  of  the 
Treasury  Department. 


(g)  If  a  separate  special  bank  account  is  not  required; 
e.g.,  advance  payment  by  a  letter  of  credit,  an  agency 
may  require  a  special  bank  account  for  an  individual 
case,  or  classes  of  cases,  if  the  circumstances  warrant. 

32,410  Findings,  determination,  and  authorization. 

(a)  Each  determination  concerning  advance  pay¬ 
ments  shall  be  supported  by  written  findings  (see 
32.402(cXl)(iii)). 

(b)  The  following  is  an  example  of  the  format  and 
text  of  findings,  determination,  and  authorization  with 
alternative  words,  phrases,  and  paragraphs  to  be  select¬ 
ed  to  conform  to  the  circumstances  involved: 

FINDINGS,  DETERMINATION,  AND 
AUTHORIZATION  FOR  ADVANCE  PAYMENTS 
FINDINGS 

(a)  The  undersigned  hereby  finds  that: 


( 1 )  The  . [ insert  the  name  of  the  contract¬ 
ing  activity )  and  . [insert  the  name  of  the 


contractor]  (have  entered)  (propose  to  enter)  into 

(negotiated)  (sealed  bid)  Contract  No . 

dated  . 

[ Summarize  the  specific  facts  and  significant  circum¬ 
stances  concerning  the  contract  and  the  contractor,  that, 
together  with  the  other  findings,  will  clearly  support  the 
determination  below.] 

(2)  Advance  payments  (in  an  amount  not  to  exceed 

$ .  at  any  time  outstanding)  (in  an  aggregate 

amount  not  exceeding  $ . .  less  the  aggregate 

amounts  repaid,  or  withdrawn  by  the  Government) 
are  required  by  the  Contractor  to  perform  under  the 
contract.  The  amount  does  not  exceed  the  unpaid 
contract  price  or  the  estimated  interim  cash  needs 
arising  during  the  reimbursement  cycle. 

(3)  The  advance  payments  are  necessary  for 
prompt,  efficient  contract  performance  that  will 
benefit  the  Government. 

(4)  The  proposed  advance  payment  clause  pro¬ 
vides  for  security  for  the  protection  of  the  Govern¬ 
ment.  The  clause  requires  that  all  payments  will  be 
desposited  in  a  special  bank  account  and  that  the 
Government  will  have  a  paramount  lien  on  (i)  the 
credit  balance  in  the  special  bank  account,  (ii)  any 
supplies  contracted  for,  and  (iii)  any  material  or 
other  property  acquired  for  performance  of  the  con¬ 
tract.  [Insert  the  following,  if  applicable  (The  Contrac¬ 
tor’s  financial  management  system  provides  for  effec¬ 
tive  control  over  and  accountability  for  all  Federal 
funds  under  governing  regulations  of  the  Treasury 
Department.)  (An  advance  payment  bond  is  re¬ 
quired.)]  This  security  is  considered  adequate. 

(5)  Advance  payments  are  the  only  adequate 
means  of  financing  available  to  the  Contractor,  and 
the  amount  designated  in  (2)  above  is  based,  to  the 
extent  possible,  on  the  use  of  the  Contractor’s  own 
working  capital  in  performing  the  contract. 

[Insert paragraph  (6),  (7),  or  (8),  as  applicable ]. 
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(6)  The  Contractor  is  a  nonprofit  (educational) 
(and)  (research)  institution,  and  the  contract  is  for 
(experimental)  (,)  (research  and  development)  work. 

(7)  The  contract  is  solely  for  the  management  and 
operation  of  a  Government-owned  plant. 

(8)  The  following  unusual  facts  and  circumstances 
favor  making  advance  payments  to  the  Contractor 
without  interest: 

[List  the  pertinent  facts  and  circumstances.] 
DETERMINATION 

(b)  Based  on  the  findings  in  (a)  above,  the  under¬ 
signed  determined  that  the  making  of  the  proposed 
advance  payments,  (with  interest  at  the  rate  of  ...[Insert 
the  interest  rate  computed  in  accordance  with  32.407] 
percent  on  the  daily  unliquidated  balance  of  the  ad¬ 
vance  payments,)  (without,  interest,  except  as  provided 
by  the  proposed  advance  payment  clause,)  (is  in  the 
public  interest)  (will  facilitate  the  national  defense). 

AUTHORIZATION 

(c)  The  advance  payments,  of  which  (the  amount  at 

any  time  outstanding)  (the  aggregate  amount,  less  the 
aggregate  amounts  repaid,  or  withdrawn  by  the  Gov¬ 
ernment),  shall  not  exceed  $ . are  hereby  authorized 

under  (section  305  of  the  Federal  Property  and  Admin¬ 
istrative  Services  Act  of  1949  (41  U.S.C.  255))  (the 
Armed  Services  Procurement  Act  (10  U.S.C.  2307)) 
(the  Extraordinary  Contracting  Authority  of  Govern¬ 
ment  Agencies  in  Connection  with  National  Defense 
Functions  (50  U.S.C.  1431-1435)  and  Executive  Order 
No.  10789  of  November  14,  1958  (3  CFR  1958  Supp. 
pp.  72-74))  [or,  if  other,  cite  appropriate  authority]  on 
(terms  substantially  as  contained  in  the  proposed  ad¬ 
vance  payment  clause,  a  copy  (an  outline)  of  which  is 
annexed  to  this  authorization)  (the  following  terms:) 
[Insert  the  appropriate  terms.] 

(All  prior  authorizations  for  advance  payments  under 
Contract  No . are  superseded.) 


( Signature ) 


( Name  typed ) 


( Title  of  authorized  official) 

[Each  Findings.  Determination,  and  Authorization  shall 
be  individually  prepared  to  fit  the  particular  circumstances 
at  hand.  Subparagraphs  (a)(1),  (2),  (3)  and  (4)  and  para¬ 
graphs  (b)  and  (c)  shall  be  used  in  each  case.  If  the 
contract  is  (a)  for  experimental,  developmental,  or  re¬ 
search  work  and  with  a  nonprofit  educational  or  research 
institution,  or  (b)  only  for  management  and  operation  of  a 
Government-owned  plant,  subparagraph  (a)(5)  should  not 
be  included.  If  the  advance  payment  is  to  be  made  without 
interest  to  the  contractor,  include  subparagraph  (a)(6),  (7), 
or  (8).  If  any  advance  payments  have  previously  been 
authorized  for  the  contract,  include  the  final  sentence  of 


_ 32.411 

paragraph  (c).  The  alternate  parenthetical  wording  or 
other  modifications  may  be  used  as  appropriate.  The  para¬ 
graphs  actually  used  shall  be  renumbered  sequentially]. 
32.411  Agreement  for  special  bank  account 

The  contracting  officer  shall  use  substantially  the 
following  form  of  agreement  for  a  special  bank  account 
for  advance  payments: 

AGREEMENT  FOR  SPECIAL  BANK  ACCOUNT 

This  agreement  is  entered  into  this . day  of . . 

19..,  between  the  United  States  of  America,  (the  Gov¬ 
ernment),  represented  by  the  Contracting  Officer  ex¬ 
ecuting  this  agreement,  .  [Insert  the  name  of  the 

contractor],  a  .  [Insert  the  name  of  the  State  of 

incorporation]  corporation  (the  Contractor),  and . 

a  banking  corporation  under  the  laws  of . located 

at . (the  Bank). 

RECITALS 

(a)  Under  date  of .  19..,  the  Government  and 

the  Contractor  entered  into  Contract  No .  or  a 

related  supplemental  agreement,  providing  for  advance 
payments  to  the  Contractor.  A  copy  of  the  advance 
payment  terms  was  furnished  to  the  Bank. 

(b)  The  contract  or  supplemental  agreement  requires 
that  amounts  advanced  to  the  Contractor  be  deposited 
separate  from  the  Contractor’s  general  or  other  funds, 
in  a  Special  Bank  Account  at  a  member  bank  of  the 
Federal  Reserve  System  or  any  “insured”  bank  within 
the  meaning  of  the  Act  creating  the  Federal  Deposit 
Insurance  Corporation  (12  ’J.S.C.  1811).  The  parties 
agree  to  deposit  the  amounts  with  the  Bank,  which 
meets  the  requirement. 

(c)  This  Special  Bank  Account  is  designated 

“ . [Insert  the  contractor’s  name] . 

[Insert  the  name  of  the  Government  agency]  Special  Bank 
Account” 

COVENANTS 

In  consideration  of  the  foregoing,  and  for  other  good 
and  valuable  considerations,  the  parties  agree  to  the 
following  conditions: 

(a)  The  Government  shall  have  a  lien  on  the  credit 
balance  in  the  account  to  secure  the  repayment  of  all 
advance  payments  made  to  the  Contractor.  The  lien  is 
paramount  to  any  lien  or  claim  of  the  Bank  regarding 
the  account. 

(b)  The  Bank  is  bound  by  the  terms  of  the  contract 
relating  to  the  deposit  and  withdrawal  of  funds  in  the 
Special  Bank  Account,  but  is  not  responsible  for  the 
application  of  funds  withdrawn  from  the  account.  The 
Bank  shall  act  on  written  directions  from  the  Contract¬ 
ing  Officer,  the  administering  office,  or  a  duly  author¬ 
ized  representative  of  either.  The  Bank  is  not  liable  to 
any  party  to  this  agreement  for  any  action  that  com¬ 
plies  with  the  written  directions.  Any  written  direc¬ 
tions  received  by  the  Bank  through  the  Contracting 

Officer  on  . [Insert  the  name  of  the  agency) 

stationery  and  purporting  to  be  signed  by,  or  by  the 
direction  of . or  duly  authorized  representa- 
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tive,  shall  be,  as  far  as  the  rights,  duties,  and  liabilities  of 
the  Bank  are  concerned,  considered  as  being  properly  issued 

and  Tiled  with  the  Bank  by  the . [ Insert  the  name  of 

the  agency]. 

(c)  The  Government,  or  its  authorized  representatives, 
shall  have  access  to  the  books  and  records  maintained  by 
the  Bank  regarding  the  Special  Bank  Account  at  all 
reasonable  times  and  for  all  reasonable  purposes,  including 
(but  not  limited  to),  the  inspection  or  copying  of  the  books 
and  records  and  any  and  all  pertinent  memoranda,  checks, 
correspondence,  or  documents.  The  Bank  shall  preserve  the 
books  and  records  for  a  period  of  6  years  after  the  closing 
of  this  Special  Bank  Account. 

(d)  In  the  event  of  the  service  of  any  writ  of  attachment, 

levy  of  execution,  or  commencement  of  garnishment  pro¬ 
ceedings  regarding  the  Special  Bank  Account,  the  Bank  will 
promptly  notify . [  Insert  the  name  of  the  administer¬ 

ing  office  |. 

(e)  While  this  Special  Bank  Account  exists,  the  Bank  shall 
inform  the  Government  each  month  of  the  Bank's  published 
prime  interest  rate  and  changes  to  the  rate  during  the  month. 
The  Bank  shall  give  this  information  to  the  Contracting  Of¬ 
ficer  on  the  last  business  day  of  the  month.  [7his  covenant 
will  not  be  included  in  Special  Bank  Account  Agreements 
covering  interest-free  advance  payments]. 

Each  of  the  parties  to  this  agreement  has  executed  the 
agreement  on  . .  19... 


[Signatures  and  official  titles] 

32.412  Contract  clause. 

(a)  The  contracting  officer  shall  insert  the  clause  at 
S2.232-12,  Advance  Payments,  in  solicitations  and  contracts 
under  which  the  Government  will  provide  advance 
payments,  except  as  provided  in  32.412(b). 

(b)  If  the  agency  desires  to  waive  the  countersignature 
requirement  because  of  the  contractor's  financial  strength, 
good  performance  record,  and  favorable  experience  con¬ 
cerning  cost  dissallowances,  the  contracting  officer  shall  use 
the  clause  with  its  Alternate  I. 

(c)  If  a  cost-reimbursement  contract  is  contemplated,  the 
contracting  officer  shall  use  the  clause  with  its  Alternate  II. 

(d)  If  the  agency  considers  a  more  rapid  liquidation  ap¬ 
propriate,  the  contracting  officer  shall  use  the  clause  with 
its  Alternate  III. 

(e)  If  the  agency  provides  advance  payments  under  the 
contract  at  no  interest  to  the  prime  contractor,  the  contrac¬ 
ting  officer  shall  use  the  clause  with  its  Alternate  IV. 

(f)  If  the  requirement  for  a  special  bank  account  is 
eliminated  in  accordance  with  32.409-3(e)  or  (g),  the  con¬ 
tracting  officer  shall  insert  in  the  solicitation  or  contract  a 
clause  substantially  the  same  as  the  one  at  52. 232-12,  Ad¬ 
vance  Payments,  omitting  the  terms  pertaining  to  a  special 
bank  account. 

32-12 


32.500  Scope  of  subpart. 

This  subpart  prescribes  policies,  procedures,  forms, 
solicitation  provisions,  and  contract  clauses  for  providing 
coilract  financing  through  progress  payments  based  on 
ctjts.  This  subpart  does  not  apply  to— 

(a)  Payments  under  cost-reimbursement  contracts,  other 
than  reimbursement  of  the  contractor's  progress  payments 
to  subcontractors  and  suppliers  (see  32.504(0);  or 

(b)  Contracts  for  construction  or  for  shipbuilding  or  ship 
conversion,  alteration,  or  repair,  when  the  contracts  pro¬ 
vide  for  progress  payments  based  on  a  percentage  or  stage 
of  completion. 

32.501  General. 

Progress  payments  may  be  customary  or  unusual. 
Customary  progress  payments  are  those  made  under  the 
general  guidance  in  this  subpart,  using  the  customary  pro¬ 
gress  payment  rate,  the  cost  base,  and  frequency  of  pay¬ 
ment  established  in  the  Progress  Payments  clause,  and  cither 
the  ordinary  liquidation  method  or  the  alternate  method  as 
provided  in  subsections  32.503-8  and  32.503-9.  Any  other 
progress  payments  are  considered  unusual,  and  may  be  used 
only  in  exceptional  cases  when  authorized  in  accordance 
with  subsection  32.501-2. 

32.501*1  Customary  progress  payment  rates. 

(a)  The  customary  progress  payment  rate  is  80  percent, 
applicable  to  the  total  costs  of  performing  the  contract.  The 
customary  rate  for  contracts  with  small  business  concerns 
is  85  percent.  The  Department  of  Defense  (DOD)  may 
establish  other  customary  rates  for  foreign  military  sales 
and  for  flexible  progress  payments. 

(b)  Any  rate  higher  than  those  permitted  in  paragraph  (a) 
above  shall  be  considered  an  unusual  progress  payment.  The 
contracting  officer  shall  not  include  a  higher  rate  in  a  con¬ 
tract  unless  advance  agency  approval  is  obtained  as 
prescribed  in  32.501-2. 

(c)  When  advance  payments  and  progress  payments  are 
authorized  under  the  same  contract,  a  progress  payment  rate 
higher  than  the  customary  rate  shall  not  be  authorized. 

(d)  In  accordance  with  the  Defense  Procurement  Improve¬ 
ment  Act  of  1986  (Pub.  L.  99-145)  and,  for  civilian  agen¬ 
cies,  as  a  matter  of  policy,  progress  payments  are  limited 
to  80  percent  on  work  accomplished  under  undefinitized  con¬ 
tract  actions.  A  higher  rate  is  not  authorized  under  unusual 
progress  payments  or  flexible  progress  payments  for  the 
undefinitized  actions. 

32.501-2  Unusual  progress  payments. 

(a)  The  contracting  officer  may  provide  unusual  progress 
payments  only  if— 

(1)  The  contract  necessitates  predelivery  expenditures 

that  are  large  in  relation  to  contract  price  and  in  relation 

to  the  contractor's  working  capital  and  credit; 
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(2)  The  contractor  fully  documents  an  actual  need 
to  supplement  any  private  financing  available,  includ¬ 
ing  guaranteed  loans;  and 

(3)  The  contractor's  request  is  approved  by  the 
head  of  the  contracting  activity  or  a  designee.  In 
addition,  see  32.302-2. 

(b)  The  excess  of  the  unusual  progress  payment  rate 
approved  over  the  customary  progress  payment  rate 
should  be  the  lowest  amount  possible  under  the  cir¬ 
cumstances. 

(c)  Progress  payments  will  not  be  considered  unusual 
merely  because  they  are  on  letter  contracts  or  the  de¬ 
finitive  contracts  that  supersede  letter  contracts. 

32.501- 3  Contract  price. 

(a)  For  the  purpose  of  making  progress  payments 
and  determining  the  limitation  on  progress  payments, 
the  contract  price  shall  be  as  follows: 

(1)  Under  firm-fixed-price  contracts,  the  contract 
price  is  the  current  contract  price  plus  any  unpriced 
modifications  for  which  funds  have  been  obligated. 

(2)  If  the  contract  is  redeterminable  or  subject  to 
economic  price  adjustment,  the  contract  price  is  the 
initial  price  until  modified. 

(3)  Under  a  fixed-price  incentive  contract,  the  con¬ 
tract  price  is  the  target  price  plus  any  unpriced 
modifications  for  which  funds  have  been  obligated. 
However,  if  the  contractor’s  properly  incurred  costs 
exceed  the  target  price,  the  contracting  officer  may 
provisionally  increase  the  price  up  to  the  ceiling  or 
maximum  price. 

(4)  Under  a  letter  contract,  the  contract  price  is 
the  maximum  amount  obligated  by  the  contract  as 
modified. 

(3)  Under  an  unpriced  order  issued  against  a  basic 
ordering  agreement,  the  contract  price  is  the  maxi¬ 
mum  amount  obligated  by  the  order,  as  modified. 

(6)  Any  portion  of  the  contract  specifically  provid¬ 
ing  for  reimbursement  of  costs  only  shall  be  excluded 
from  the  contract  price. 

(b)  The  contracting  officer  shall  not  make  progress 
payments  or  increase  the  contract  price  beyond  the 
funds  obligated  under  the  contract,  as  amended. 

32.501- 4  Consideration  for  progress  payments. 

(a)  There  is  no  requirement  for  a  separate  considera¬ 
tion  for  providing  progress  payments  or  changing 
progress  payment  or  liquidation  rates,  if  coverage  is 
included  in  the  terms  of  the  contract  when  awarded. 

(b)  Occasionally,  unanticipated  circumstances  arise 
during  contract  performance  which,  under  the  policies 
of  this  subpart,  result  in  the  contract  being  amended  to 
provide  progress  payments.  In  such  a  case,  adequate 
new  consideration  is  required. 

(c)  The  contractor  may  provide  the  new  considera¬ 
tion  by  monetary  or  nonmonetary  means.  A  monetary 
consideration  could  be  a  reduction  in  the  contract 
price.  A  nonmonetary  consideration  could  be  the  incor- 
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poration  of  terms  in  the  contract  modification  giving 
the  Government  a  new  and  substantial  benefit. 

(d)  The  fair  and  reasonable  consideration  should  ap¬ 
proximate  as  nearly  as  practicably  ascertainable  the 
amount  by  which  the  price  would  have  been  smaller 
had  the  Progress  Payments  clause  been  contained  in 
the  initial  contract.  In  the  absence  of  definite  informa¬ 
tion  on  this  point,  the  contracting  officer  should  apply 
the  following  criteria  in  evaluating  whether  the  pro¬ 
posed  new  consideration  is  adequate: 

(1)  The  value  to  the  contractor  of  the  anticipated 
amount  and  duration  of  unliquidated  progress  pay¬ 
ments  at  the  imputed  financial  costs  of  the  equivalent 
working  capital. 

(2)  The  estimated  profit  rate  to  be  earned  through 
contract  performance. 

(e)  The  contracting  officer  shall  not  provide  for  any 
other  type  of  specific  charges,  such  as  interest,  for 
progress  payments. 

32.501- 5  Other  protec  tire  terms. 

If  the  contracting  officer  considers  it  necessary  for 
protection  of  the  Government’s  interest,  protective 
terms  such  as  the  following  may  be  used  in  addition  to 
the  Progress  Payments  clause  of  the  contract: 

(a)  Personal  or  corporate  guarantees. 

(b)  Subordinations  or  standbys  of  indebtedness. 

(c)  Special  bank  accounts. 

(d)  Protective  covenants  of  the  kinds  in  paragraph 
(p)  of  the  clause  at  52.232-12,  Advance  Payments. 

32.502  Preaward  matters. 

This  section  covers  matters  that  generally  are  rele¬ 
vant  only  before  contract  award.  This  does  not  pre¬ 
clude  taking  actions  discussed  here  after  award,  if  ap¬ 
propriate;  e.g.,  postaward  addition  of  a  Progress  Pay¬ 
ments  clause  for  consideration. 

32.502- 1  Use  of  customary  progress  payments. 

The  use  of  a  Progress  Payments  clause  in  solicita¬ 
tions  and  resulting  contracts  generally  shall  be  based 
upon  considerations  of  the  criteria  in  this  subsection. 
Reasonable  doubts  should  be  resolved  in  favor  of  in¬ 
cluding  the  Progress  Payments  clause  in  the  solicita¬ 
tion.  Bids  conditioned  on  progress  payments  when  the 
solicitation  did  not  provide  for  progress  payments  shall 
be  rejected  as  nonresponsive. 

(a)  Subject  to  paragraphs  (b)  and  (c)  below,  the 
contracting  officer  may  provide  for  customary  progress 
payments  if  the  contractor  (1)  will  not  be  able  to  bill 
for  the  first  delivery  of  products,  or  other  performance 
milestones,  for  a  substantial  time  after  work  must  begin 
(normally  4  months  or  more  for  small  business  con¬ 
cerns;  6  months  or  more  for  others),  and  (2)  will  make 
expenditures  for  contract  performance  during  the  pre- 
delivery  period  that  have  a  significant  impact  on  the 
contractor’s  working  capital.  Progress  payments  may 
also  be  authorized,  particularly  for  small  suppliers,  if 
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the  contractor  demonstrates  actual  financial  need  or  the 
unavailability  of  private  financing  (see  32.106(a)). 

(b)  To  reduce  undue  administrative  effort  and  expense, 
the  contracting  officer  generally  should  not  provide  for 
progress  payments  on  contracts  of  less  than  $1,000,000 
unless— 

(1)  The  contractor  is  a  small  business  concern  and  the 
contract  will  involve  approximately  $100,000  or  more;  or 

(2)  The  contractor  will  perform  a  group  of  small  con¬ 
tracts  at  the  same  time  and  the  total  impact  on  working 
capital  is  equivalent  to  a  single  contract  of  $1,000,000 
or  more. 

(c)  The  contracting  officer  shall  not  provide  for  progress 
payments  if  the  contract  items  are  quick  turnover  types  for 
which  progress  payments  are  not  a  customary  commercial 
practice.  Examples  of  items  customarily  not  subject  to 
progress  payments  include  (1)  subsistence,  (2)  clothing,  (3) 
medical  and  dental  supplies,  and  (4)  standard  commercial 
items  not  requiring  a  substantial  accumulation  of  predelivery 
expenditures  by  the  contractor. 

(d)  (1)  In  considering  whether  to  provide  for  progress 
payments  in  circumstances  under  which  a  series  of  orders 
are  awarded  (e.g.,  indefinite  delivery  contracts  or  basic 
ordering  agreements  contemplating  requisitions,  task  orders, 
etc.,  or  their  equivalent),  the  contracting  officer  shall  app¬ 
ly  the  standards  in  paragraphs  (a)  through  (c)  above,  based 
on— 

(i)  An  estimate  of  the  total  work  to  be  done;  and 

(ii)  The  probable  impact  on  working  capital  of  the 

predelivery  expenditures  and  production  lead  times  of 

the  majority  of  the  individual  orders. 

(2)  In  authorizing  progress  payments  under  multiple- 
order  contracts,  the  contracting  officer  should  establish 
a  single  liquidation  rate  applicable  to  all  orders. 

32.502- 2  Contract  finance  office  clearance. 

The  contracting  officer  shall  obtain  the  approval  of  the 
contract  finance  office  or  other  offices  designated  under 
agency  procedures  before  taking  any  of  the  following 
actions:  , 

(a)  Providing  a  progress  payment  rate  higher  than  the 
customary  rate  (see  32.501-1). 

(b)  Deviating  from  the  progress  payments  terms 
prescribed  in  this  part. 

(c)  Providing  progress  payments  to  a  contractor— 

(1)  Whose  financial  condition  is  in  doubt; 

(2)  Who  has  had  an  advance  payment  request  or  loan 
guarantee  denied  for  financial  reasons  (or  approved  but 
withdrawn  or  lapsed)  within  the  previous  12  months;  or 

(3)  Who  is  named  in  the  consolidated  list  of  contrac¬ 
tors  indebted  to  the  United  States  (known  commonly  as 
the  ‘'Hold-up  List”). 

32.502- 3  Solicitation  provisions. 

(a)  The  contracting  officer  shall  insert  the  provision  at 

52.232-13,  Notice  of  Progress  Payments,  in  invitations  for 
bids  and  requests  for  proposals  that  include  a  Progress 
payments  clause. 

(b)  (1)  Under  the  authority  of  the  statutes  cited  in  32. 101, 
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an  invitation  for  bids  may  restrict  the  availability  of  progress 
payments  to  small  business  concerns  only. 

(2)  The  contracting  officer  shall  insert  the  provision 
at  52.232-14,  Notice  of  Availability  of  Progress  Payments 
Exclusively  for  Small  Business  Concerns,  in  invitations 
for  bids  if  it  is  anticipated  that  (1)  both  small  business 
concerns  and  others  may  submit  bids  in  response  to  the 
same  invitation  and  (2)  only  the  small  business  bidders 
would  need  progress  payments. 

(c)  The  contracting  officer  shall  insert  the  provision  at 

52.232- 15,  Progress  Payments  Not  Included,  in  invitations 
for  bids  if  the  solicitation  will  not  contain  one  of  the  provi¬ 
sions  prescribed  in  paragraphs  (a)  and  (b)  above. 

32.502- 4  Contract  clauses. 

(a)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 16,  Progress  Payments,  in  solicitations  and  fixed- 
price  contracts  under  which  (he  Government  will  provide 
progress  payments  based  on  costs. 

(b)  If  the  contractor  is  a  small  business  concern,  the  con¬ 
tracting  officer  shall  use  the  clause  with  its  Alternate  I. 

(c)  If  the  contract  is  a  letter  contract,  the  contracting  of¬ 
ficer  shall  use  the  clause  with  its  Alternate  II. 

(d)  If  the  nature  of  the  contract  necessitates  separate 
progress  payment  rates  for  portions  of  work  that  are  clearly 
severable  and  accounting  segregation  would  be  maintained 
(e.g.,  annual  production  requirements),  the  application  of 
separate  progress  payment  rates  shall  be  fully  described  in 
a  supplementary  special  provision  within  the  contract. 
Separate  progress  payment  requests  and  subsequent  invoices 
shall  be  submitted  by  the  contractor  for  the  severable  por¬ 
tions  of  work  in  order  to  maintain  accounting  integrity. 

32.503  Postaward  matters. 

This  section  covers  matters  that  are  generally  relevant  only 
after  award  of  a  contract.  This  does  not  preclude  taking  ac¬ 
tions  discussed  here  before  award,  if  appropriate;  e.g., 
preaward  review  of  accounting  systems  and  controls. 

32.503- 1  Contractor  requests. 

Each  contractor  request  for  progress  payment  shall— 

(a)  Be  submitted  on  Standard  Form  1443,  Contractor’s 
Request  for  Progress  Payment; 

(b)  Comply  with  the  instructions  on  the  reverse  of  the 
applicable  form,  and  the  contract  terms;  and 

(c)  Include  any  additional  information  reasonably  re¬ 
quested  by  the  contracting  officer. 

32.503- 2  Supervision  of  progress  payments. 

(a)  The  extent  of  progress  payments  supervision,  by 
prepayment  review  or  periodic  review,  should  vary  inversely 
with  the  contractor’s  experience,  performance  record, 
reliability,  quality  of  management,  and  financial  strength, 
and  with  the  adequacy  of  the  contractor’s  accounting  system 
and  controls.  Supervision  shall  be  of  a  kind  and  degree  suf¬ 
ficient  to  provide  timely  knowledge  of  the  need  for,  and 
timely  opportunity  for,  any  actions  necessary  to  protect 
Government  interests. 

(b)  The  administering  office  must  keep  itself  in¬ 
formed  of  the  contractor’s  overall  operations  and  finan- 
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cud  condition,  since  difficulties  encountered  and  losses 
suffered  in  operations  outside  the  particular  progress 
payment  contract  may  affect  adversely  the  perform¬ 
ance  of  that  contract  and  the  liquidation  of  the  prog¬ 
ress  payments. 

(c)  For  contracts  with  contractors  (1)  whose  finan¬ 
cial  condition  is  doubtful  or  not  strong  in  relation  to 
progress  payments  outstanding  or  to  be  outstanding,  (2) 
with  management  of  doubtful  capacity,  (3)  whose  ac¬ 
counting  controls  are  found  by  experience  to  be  weak, 
or  (4)  experiencing  substantial  difficulties  in  perform¬ 
ance,  full  information  on  progress  under  the  contract 
involved  (including  the  status  of  subcontracts)  and  on 
the  contractor’s  other  operations  and  overall  financial 
condition  should  be  obtained  and  analyzed  frequently, 
with  a  view  to  protecting  the  Government’s  interests 
better  and  taking  such  action  as  may  be  proper  to  make 
contract  performance  more  certain. 

(d)  So  far  as  practicable,  all  cost  problems,  particu¬ 
larly  those  involving  indirect  costs,  that  are  likely  to 
create  disagreements  in  future  administration  of  the 
contract  should  be  identified  and  resolved  at  the  incep¬ 
tion  of  the  contract  (see  31.109). 

32.503- 3  Initiation  of  progress  payments  and  review  of 

accounting  system. 

(a)  For  contractors  that  the  administrative  contract¬ 
ing  officer  (ACO)  has  found  by  previous  experience  or 
recent  audit  review  (within  the  last  12  months)  to  be 

(1)  reliable,  competent,  and  capable  of  satisfactory  per¬ 
formance,  (2)  possessed  of  an  adequate  accounting 
system  and  controls,  and  (3)  in  sound  financial  condi¬ 
tion,  progress  payments  in  amounts  requested  by  the 
contractor  should  be  approved  as  a  matter  of  course. 

(b)  For  all  other  contractors,  the  ACO  shall  not 
approve  progress  payments  before  determining  (1)  that 

(i)  the  contractor  will  be  capable  of  liquidating  any 
progress  payments  or  (ii)  the  Government  is  otherwise 
protected  against  loss  by  additional  protective  provi¬ 
sions,  and  (2)  that  the  contractor’s  accounting  system 
and  controls  are  adequate  for  proper  administration  of 
progress  payments.  The  services  of  the  cognizant  inde¬ 
pendent  audit  agency  or  office  should  be  used  to  the 
greatest  extent  practicable.  However,  if  the  auditor  so 
advises,  a  complete  audit  may  not  be  necessary. 

32.503- 4  Approval  of  progress  payment  requests. 

(a)  When  the  reliability  of  the  contractor  and  the 
adequacy  of  the  contractor’s  accounting  system  and 
controls  have  been  established  (see  32.503-3  above)  the 
ACO  may,  in  approving  any  particular  progress  pay¬ 
ment  request  (including  initial  requests  on  new  con¬ 
tracts),  rely  upon  that  accounting  system  and  upon  the 
contractor's  certification,  without  requiring  audit  or 
review  of  the  request  before  payment. 

(b)  The  ACO  should  not  routinely  ask  for  audits  of 
progress  payment  requests.  However,  when  there  is 
reason  to  (1)  question  the  reliability  or  accuracy  of  the 
contractor’s  certification  or  (2)  believe  that  the  con¬ 


tract  will  involve  a  loss,  the  ACO  should  ask  for  a 
review  or  audit  of  the  request  before  payment  is  ap¬ 
proved  or  the  request  is  otherwise  disposed  of. 

(c)  When  there  is  reason  to  doubt  the  amount  of  a 
progress  payment  request,  only  the  doubtful  amount 
should  be  withheld,  subject  to  later  adjustment  after 
review  or  audit;  any  clearly  proper  and  due  amounts 
should  be  paid  without  awaiting  resolution  of  the  dif¬ 
ferences. 

32.503- 5  Administration  of  progress  payments. 

(a)  While  the  ACO  may,  in  approving  progress  pay¬ 
ment  requests  under  32.503r3  above,  rely  on  the  con¬ 
tractor’s  accounting  system  and  certification  without 
prepayment  review,  postpayment  reviews  (including 
audits  when  considered  necessary)  shall  be  made  peri¬ 
odically,  or  when  considered  desirable  by  the  ACO  to 
determine  the  validity  of  progress  payments  already 
made  and  expected  to  be  made. 

(b)  These  postpayment  reviews  or  audits  shall,  as  a 
minimum,  include  a  determination  of  whether  or  not — 

(1)  The  unliquidated  progress  payments  are  fairly 
supported  by  the  value  of  the  work  accomplished  on 
the  undelivered  portion  of  the  contract; 

(2)  The  applicable  limitation  on  progress  payments 
in  the  Progress  Payments  clause  has  been  exceeded; 

(3)  (i)  The  unpaid  balance  of  the  contract  price 
will  be  adequate  to  cover  the  anticipated  cost  of 
completion,  or 

(ii)  The  contractor  has  adequate  resources  to 

complete  the  contract;  and 

(4)  There  is  reason  to  doubt  the  adequacy  and 
reliability  of  the  contractor’s  accounting  system  and 
controls  and  certification. 

(c)  (1)  Generally,  the  progress  payments  made  under 
multiple-order  contracts  should  be  administered  under 
each  individual  order  as  if  the  order  constituted  a  sepa¬ 
rate  contract. 

(2)  If  the  contractor  requests  it  and  the  contracting 
officer  approving  individual  progress  payments 
agrees,  the  administration  of  progress  payments  may 
be  based  on  the  overall  contract  or  agreement. 
Under  this  method,  the  contractor  shall  include  a 
supporting  schedule  with  each  request  for  a  progress 
payment.  The  schedule  should  identify  the  costs  ap¬ 
plicable  to  each  order. 

(3)  The  contracting  officer  may  treat  a  group  of 
orders  as  a  single  unit  for  administration  of  progress 
payments  if  each  order  in  the  group  is  (i)  subject  to  a 
uniform  liquidation  rate,  and  (ii)  under  the  jurisdic¬ 
tion  of  the  same  payment  office. 

32.503- 6  Suspension  or  reduction  of  payments. 

(a)  General.  The  Progress  Payments  clause  provides 
a  Government  right  to  reduce  or  suspend  progress 
payments,  or  to  increase  the  liquidation  rate,  under 
specified  conditions.  These  conditions  and  actions  are 
discussed  in  paragraphs  (b)  through  (g)  below. 
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(1)  The  contracting  officer  shall  take  these  actions 
only  in  accordance  with  the  contract  terms  and 
never  precipitately  or  arbitrarily.  These  actions 
should  be  taken  only  after — 

(i)  Notifying  the  contractor  of  the  intended 
action  and  providing  an  opportunity  for  discussion; 

(ii)  Evaluating  the  effect  of  the  action  on  the 
contractor’s  operations,  based  on  the  contractor’s 
financial  condition,  projected  cash  requirements, 
and  the  existing  or  available  credit  arrangements; 
and 

(iii)  Considering  the  general  equities  of  the  par¬ 
ticular  situation. 

(2)  The  contracting  officer  shall  take  immediate 
unilateral  action  only  if  warranted  by  circumstances 
such  as  overpayments  or  unsatisfactory  contract  per¬ 
formance. 

(3)  In  all  cases,  the  contracting  officer  shall  (i)  act 
fairly  and  reasonably,  (ii)  base  decisions  on  substan¬ 
tial  evidence,  and  (iii)  document  the  contract  file. 
Findings  made  under  paragraph  (c)  of  the  Progress 
Payments  clause  shall  be  in  writing. 

(b)  Contractor  noncompliance.  (1)  The  contractor 
must  comply  with  all  material  requirements  of  the  con¬ 
tract.  This  includes  the  requirement  to  maintain  an  effi¬ 
cient  and  reliable  accounting  system  and  controls,  ade¬ 
quate  for  the  proper  administration  of  progress  pay¬ 
ments.  If  the  system  or  controls  are  deemed  inadequate, 
progress  payments  shall  be  suspended  until  the  neces¬ 
sary  changes  have  been  made. 

(2)  If  the  contractor  fails  to  comply  with  the  con¬ 
tract  without  fault  or  negligence,  the  contracting  of¬ 
ficer  will  not  take  action  permitted  by  paragraph 
(cXl)  of  the  Progress  Payments  clause,  other  than  to 
correct  overpayments  and  collect  amounts  due  from 
the  contractor. 

(c)  Unsatisfactory  financial  condition.  (1)  If  the  con¬ 
tracting  officer  finds  that  contract  performance  (includ¬ 
ing  full  liquidation  of  progress  payments)  is  endangered 
by  the  contractor’s  financial  condition,  or  by  a  failure 
to  make  progress,  the  contracting  officer  shall  require 
the  contractor  to  make  additional  operating  or  financial 
arrangements  adequate  for  completing  the  contract 
without  loss  to  the  Government. 

(2)  If  the  contracting  officer  concludes  that  further 
progress  payments  would  increase  the  probable  loss 
to  the  Government,  the  contracting  officer  shall  sus¬ 
pend  progress  payments  and  all  other  payments  until 
the  unliquidated  balance  of  progress  payments  is 
eliminated. 

(d)  Excessive  inventory.  If  the  inventory  allocated  to 
the  contract  exceeds  reasonable  requirements  (including 
a  reasonable  accumulation  of  inventory  for  continuity 
of  operations),  the  contracting  officer  should,  in  addi¬ 
tion  to  requiring  the  transfer  cf  excessive  inventory 
from  the  contract,  take  one  or  more  of  the  following 
actions,  as  necessary,  to  avoid  or  correct  overpayment: 
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(1)  Eliminate  the  costs  of  the  excessive  inventory 
from  the  costs  eligible  for  progress  payments,  with 
appropriate  reduction  in  progress  payments  outstand¬ 
ing. 

(2)  Apply  additional  deductions  to  billings  for  de¬ 
liveries  (increase  liquidation). 

(e)  Delinquency  in  payment  of  costs  of  performance.  (1) 
If  the  contractor  is  delinquent  in  paying  the  costs  of 
contract  performance  in  the  ordinary  course  of  busi¬ 
ness,  the  contracting  officer  shall  evaluate  whether  the 
delinquency  is  caused  by  an  unsatisfactory  financial 
condition  and,  if  so,  shall  apply  the  guidance  in  para¬ 
graph  (c)  above.  If  the  contractor’s  financial  condition 
is  satisfactory,  the  contracting  officer  shall  not  deny 
progress  payments  if  the  contractor  agrees  to — 

(i)  Cure  the  payment  delinquencies; 

(ii)  Avoid  further  delinquencies;  and 

(iii)  Make  additional  arrangements  adequate  for 
completing  the  contract  without  loss  to  the  Gov¬ 
ernment. 

(2)  If  the  contractor  has,  in  good  faith,  disputed 
amounts  claimed  by  subcontractors,  suppliers,  or 
others,  the  contracting  officer  shall  not  consider  the 
payments  delinquent  until  the  amounts  due  are  estab¬ 
lished  by  the  parties  through  litigation  or  arbitration. 
However,  the  amounts  shall  be  excluded  from  costs 
eligible  for  progress  payments  so  long  as  they  are 
disputed. 

(3)  Determinations  of  delinquency  in  making  con¬ 
tributions  under  employee  pension,  profit  sharing,  or 
stock  ownership  plans,  and  exclusion  of  costs  for 
such  contributions  from  progress  payment  requests, 
shall  be  in  accordance  with  paragraph  (aX2)  of  the 
clause  at  52.232-6,  Progress  Payments,  without 
regard  to  the  provisions  of  32.503-6. 

(f)  Fair  value  of  undelivered  work.  (1)  For  the  pur¬ 
poses  of  Subpart  32.5,  the  fair  value  of  undelivered 
work  is  the  lesser  of  (i)  the  contract  price  of  the  unde¬ 
livered  work,  minus  the  estimated  costs  required  for 
completing  contract  performance,  or  (ii)  the  incurred 
costs  applicable  to  the  undelivered  items. 

(2)  The  contracting  officer  shall  monitor  the  rela¬ 
tionship  of  unliquidated  progress  payments  to  the  fair 
value  of  undelivered  work  under  the  contract.  If  the 
unliquidated  progress  payments  exceed  the  fair  value 
of  undelivered  work,  the  contracting  officer  shall, 
governed  by  the  principles  in  paragraphs  (c)  and  (e) 
above,  take  appropriate  action  to  eliminate  this 
excess  using  the  loss  ratio  adjustment  described  in 
paragraph  (g)  below,  and  based  on  full  consideration 
of— 

(i)  The  degree  of  completion  of  contract  per¬ 
formance; 

(ii)  The  quality  and  amount  of  work  performed 
on  the  undelivered  portion  of  the  contract; 
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(iii)  The  amount  of  work  remaining  to  be  done  and 
the  estimated  costs  of  completion  of  performance;  and 

(iv)  The  amount  remaining  unpaid  under  the  contract, 
(g)  Loss  contracts.  (I)  If  the  sum  of  the  total  costs  incurred 

under  a  contract  plus  the  estimated  costs  to  complete  the 
performance  are  likely  to  exceed  the  contract  price,  the  con¬ 
tracting  officer  shall  compute  a  loss  ratio  factor  and  adjust 
future  progress  payments  to  exclude  the  element  of  loss. 
The  loss  ratio  factor  is  computed  as  follows: 

(i)  Revise  the  current  contract  price  used  in  progress 
payment  computations  (the  current  ceiling  price  under 
fixed-price  incentive  contracts)  to  include  any  pending 
change  orders  and  unpriced  orders  to  the  extent  funds 
for  the  orders  have  been  obligated. 

(ii)  Divide  the  revised  contract  price  by  the  sum  of 
the  total  costs  incurred  to  date  plus  the  estimated  addi¬ 
tional  costs  of  completing  the  contract  performance. 

(2)  If  the  contracting  officer  believes  a  loss  is  probable, 
future  progress  payment  requests  shall  be  modified  as 
follows: 

(i)  The  contract  price  shall  be  the  revised  amount 
computed  under  subparagraph  (l)(i)  above. 

(ii)  The  total  costs  eligible  for  progress  payments 
shall  be  the  product  of  (A)  the  sum  of  paid  costs  eligi¬ 
ble  for  progress  payments  times  (B)  the  loss  ratio  fac¬ 
tor  computed  under  subparagraph  (l)(ii)  above. 

(iii)  The  costs  applicable  to  items  delivered,  invoiced, 
and  accepted  shall  not  include  costs  in  excess  of  the 
contract  price  of  the  items. 

(3)  The  contracting  officer  may  use  audit  assistance, 
technical  services,  management  reports,  and  other  sources 
of  pertinent  data  to  evaluate  progress  payment  requests. 
If  the  contracting  officer  concludes  that  the  contractor’s 
figures  in  the  contractor's  progress  payment  request  are 
not  correct,  the  contracting  officer  shall— 

(i)  In  the  manner  prescribed  in  paragraph  (4)  below, 
prepare  a  supplementary  analysis  to  be  attached  to  the 
contractor’s  request; 

(ii)  Advise  the  contractor  in  writing  of  the  dif¬ 
ferences;  and 

(iii)  Adjust  all  further  progress  payments  in  accor¬ 
dance  with  paragraph  ( 1 )  above,  using  the  contracting 
officer’s  figures,  until  the  difference  is  resolved. 

(4)  The  following  is  an  example  of  the  supplementary 
analysis  required  in  paragraph  (3)  above: 


Section  t: 

Contract  price  .  $950,000 

Change  orders  and  unpriced  orders  (to  extent 

funds  hnvr  been  obligated)  .  50.000 

Revised  contract  price  .  $1,000,000 

Section  II: 

Total  costs  incurred  to  date  .  $1,080,000 

Estimated  additional  costs  to  complete  .  . 120,000 

Total  costs  to  complete  $1,200,000 
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$1,000,000 

Loss  ratio  factor  $1,200,000  =  83.3% 

Total  costs  eligible  for  progress  payments  .  $900,000 

Loss  ratio  factor  .  x  83.3% 

Recognized  costs  for  progress  payments  .  $749,700 

Progress  payment  rate  .  x  80.0%  I 

Alternate  amount  to  be  used  .  $599,760  | 

Section  III: 

Factored  costs  of  items  delivered*  .  $250,000 

Recognized  costs  applicable  to  undelivered  items 
($749,700— $250,000)  .  $499,700 


*  This  amount  shall  be  the  same  as  the  contract  price  of  the  items 
delivered. 

32.503- 7  Limitation  on  general  and  administrative 
expenses  (G&A)  for  progress  payments. 

If  the  contractor  established  an  inventory  suspense  account 
under  Appendix  A  of  Cost  Accounting  Standard  (CAS)  410, 
Allocation  of  Business  Unit  General  and  Administrative  Ex¬ 
penses  to  Final  Cost  Objectives  (4  CFR  Part  410),  and  the 
account  is  $5  million  or  more,  the  following  limitations  shall 
apply  to  progress  payments: 

(a)  G&A  shall  not  be  eligible  for  progress  payments  un¬ 
til  the  value  of  work  in  process  inventories  under  new  con 
tracts  exceeds  that  under  the  old.  For  this  purpose,  new  con¬ 
tracts  shall  be  considered  io  be  those  awarded  after  CAS 
410  became  applicable  to  the  work  of  the  contractor.  Old 
contracts  are  those  included  in  the  suspense  account 
prescribed  in  CAS  410. 

(b)  The  amount  of  G&A  eligible  for  progress  payments 
under  the  contract  shall  be  the  contractor's  pro  rata  share 
of  G&A  allocable  to  the  excess  under  paragraph  (a)  above. 

32.503- 8  Liquidation  rates— ordinary  method. 
Progress  payments  are  recouped  by  the  Government 

through  the  deduction  of  liquidations  from  payments  that 
would  otherwise  be  due  to  the  contractor  for  completed  con¬ 
tract  item  To  determine  the  amount  of  the  liquidation, 
a  liquidation  rate  is  applied  to  the  contract  price  of  contract 
items  delivered  and  accepted.  The  ordinary  method  is  that 
the  liquidation  rate  is  the  same  as  the  progress  payment  rate; 
at  the  beginning  of  a  contract,  only  this  method  may  be  used. 
If  the  contract  is  subject  to  the  CAS  limitation  in  32.503-7 
on  G&A  eligible  for  progress  payments,  the  ordinary 
method  includes  the  use  of  an  adjusted  liquidation  rate  to 
reflect  the  applicable  G&A  suspense  account.  The  adjusted 
liquidation  rate  shall  be  established  by  (a)  di¬ 
viding  the  unbilled  G&A  by  the  contract  price,  (b) 
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multiplying  the  quotient  by  the  progress  payment  rate  stated 
in  the  contract,  and  (c)  subtracting  the  resulting  rate  from 
the  progress  payment  rate.  For  example,  if  the  price  is 
$1,100,000  and  the  unbilled  G&A  is  $47,600,  the  adjusted 
|  liquidation  rate  would  be  76.5  percent,  computed  as  follows: 

Unbilled  04 A  divided  by  contract  price  (47,600/1,100,000)  .  4.33% 

Result  x  progress  payment  rale  (4.33%  x  80%)  .  3.46% 

Result  subtracted  from  progress  payment  rate  (80%  -  3.46%)  76.34% 


32.503-9  Liquidation  rates— alternate  method. 

(a)  The  liquidation  rate  determined  under  32.503-8  shall 
apply  throughout  the  period  of  contract  performance  unless 
the  contracting  officer  adjusts  the  liquidation  rate  under  the 
alternate  method  in  this  32.503-9.  The  objective  of  the  alter¬ 
nate  liquidation  rate  method  is  to  permit  the  contractor  to 
retain  the  earned  profit  element  of  the  contract  prices  for 
completed  items  in  the  liquidation  process.  The  contracting 
officer  may  reduce  the  liquidation  rate  if— 

(1)  The  contractor  requests  a  reduction  in  the  rate; 

(2)  The  rate  has  not  been  reduced  in  the  preceding  12 
months; 

(3)  The  contract  delivery  schedule  extends  at  least  18 
months  from  the  contract  award  date; 

(4)  Data  on  actual  costs  are  available  (i)  for  the  products 
delivered,  or  (ii)  if  no  deliveries  have  been  made,  for 
a  performance  period  of  at  least  12  months; 

(5)  The  reduced  liquidation  rate  would  result  in  the 
Government  recouping  under  each  invoice  the  full  ex¬ 
tent  of  the  progress  payments  applicable  to  the  costs 
allocable  to  that  invoice; 

(6)  The  contractor  would  not  be  paid  for  more  than 
the  costs  of  items  delivered  and  accepted  (less  allocable 
progress  payments)  and  the  earned  profit  on  those  items; 

(7)  The  unliquidated  progress  payments  would  not  ex¬ 
ceed  the  limit  prescribed  in  paragraph  (a)(4)  of  the 
Progress  Payments  clause; 

(8)  The  parties  agree  on  an  appropriate  rate;  and 

(9)  The  contractor  agrees  to  certify  annually,  or  more 
often  if  requested  by  the  contracting  officer,  that  the  alter¬ 
nate  rate  continues  to  meet  the  conditions  of  subsections 
5,  6,  and  7  above.  The  certificate  must  be  accompanied 
by  adequate  supporting  information. 

(b)  The  contracting  officer  shall  change  the  liquidation 
rate  in  the  following  circumstances: 

(1)  The  rate  shall  be  increased  for  both  previous  and 
subsequent  transactions,  if  the  contractor  experiences  a 
lower  profit  rate  than  the  rate  anticipated  at  the  time  the 
liquidation  rate  was  associated  with  contract  items  already 
delivered,  as  well  as  subsequent  progress  payments. 
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(2)  The  rate  shall  be  increased  or  decreased  in  keeping 
with  the  successive  changes  to  the  contract  price  or  target 
profit  when— 

(i)  The  target  profit  is  changed  under  a  fixed-price 
incentive  contract  with  successive  targets;  or 

(ii)  A  redetermined  price  involves  a  change  in  the 
profit  element  under  a  contract  with  prospective  price 
redetermination  at  stated  intervals. 

(c)  Whenever  the  liquidation  rate  is  changed,  the  con¬ 
tracting  officer  shall  issue  a  contract  modification  to  specify 
the  new  rate  in  the  Progress  Payments  clause.  Adequate  con¬ 
sideration  for  these  contract  modifications  is  provided  by 
the  consideration  included  in  the  initial  contract.  The  par¬ 
ties  shall  promptly  make  the  payment  or  liquidation  required 
in  the  circumstances. 


32.503-10  Establishing  alternate  liquidation  rates. 

(a)  The  contracting  officer  shall  ensure  that  the  liquida¬ 
tion  rate  is— 

(1)  High  enough  to  result  in  Government  recoupment 
of  the  applicable  progress  payments  on  each  billing;  and 

(2)  Supported  by  documentation  included  in  the  ad¬ 
ministration  office  contract  file. 

(b)  The  minimum  liquidation  rate  is  the  expected  progress 
payments  divided  by  the  contract  price.  Each  of  these  fac¬ 
tors  is  discussed  below: 

(1)  Usually,  the  contracting  officer  shall  compute  the 
expected  progress  payments  by  multiplying  the  estimated 
cost  of  performing  the  contract  by  the  progress  payment 
rate.  In  certain  cases,  part  of  the  contractor's  G&A  is 
excluded  from  the  estimated  cost  tor  the  purpose  of 
calculating  expected  progress  payments  for  the  liquida¬ 
tion  rate.  These  cases  pertain  to  the  implementation  of 
CAS  410  (see  32.503-7  and  32.503-8). 

(2)  For  purposes  of  computing  the  liquidation  rate,  the 
contracting  officer  may  adjust  the  estimated  cost  and  the 
contract  price  to  include  the  estimated  value  of  any  work 
authorized  but  not  yet  priced  and  any  projected  economic 
adjustments;  however,  the  contracting  officer's  adjustment 
shall  not  exceed  the  Government’s  estimate  of  the  price 
of  all  authorized  work  or  the  funds  obligated  for  the 
contract. 

(3)  The  following  are  examples  of  the  computation. 
Assuming  an  estimated  price  of  $1,100,000  and  total 
estimated  costs  eligible  for  progress  payments  of 
$1,000,000: 

(i)  If  the  progress  payment  rate  is  80  percent,  the 

minimum  liquidation  rate  should  be  72.7  percent,  com¬ 
puted  as  follows: 

($1,000,000  x  80%) 

$1,100,000  =  12  1% 
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(ii)  If  the  progress  payment  rote  is  85  percent,  the 
minimum  liquidation  rate  should  be  77.3  percent,  com¬ 
puted  as  follows: 

($1,000,000  x  85%)  =  7? 

$1,100,000 

(iii)  If  the  contract  is  subject  to  CAS  limitation  on 
G&A  eligible  for  progress  payments  (see  32.503-7), 
an  adjusted  alternate  liquidation  rate  shall  be  established 
by  subtracting  the  estimated  G&A  not  eligible  for 
progress  payments  from  the  total  estimated  contract 
costs.  For  example,  if  the  price  is  $1,100,000,  costs 
are  $1,000,000,  and  unbilled  G&A  is  $47,600,  the 
liquidation  rate  should  be  69.3  percent,  computed  as 
follows: 

ti.oro.ooo  -  M7^i» 

$1,100,000 

(4)  Minimum  liquidation  rates  will  generally  be 
expressed  to  tenths  of  a  percent.  Decimals  between  tenths 
will  be  rounded  up  to  the  next  highest  tenth  (not 
necessarily  the  nearest  tenth),  since  rounding  down  would 
produce  a  rate  below  the  minimum  rate  calculated. 

32.503- 11  Adjustments  for  price  reduction. 

(a)  If  a  retroactive  downward  price  reduction  occurs  under 
a  redetcrminable  contract  that  provides  for  progress 
payments,  the  contracting  officer  shall— 

(1)  Determine  the  refund  due  and  obtain  repayment 
from  the  contractor  for  the  excess  of  payments  made  for 
delivered  items  over  amounts  due  as  recomputed  at  the 
reduced  prices;  and 

(2)  Increase  the  unliquidated  progress  payments  amount 
for  overdcductions  made  from  the  contractor’s  billings 
for  items  delivered. 

(b)  The  contracting  officer  shall  also  increase  the 
unliquidated  progress  payments  amount  if  the  contractor 
makes  an  interim  or  voluntary  price  reduction  under  a 
redeterminable  or  incentive  contract. 

32.503- 12  Maximum  unliquidated  amount. 

(a)  The  contracting  officer  shall  ensure  that  any  excess 
of  the  unliquidated  progress  payments  over  the  contractual 
limitation  in  paragraph  (a)  of  the  Progress  Payments  clause 
in  the  contract  is  promptly  corrected  through  one  or  more 
of  the  following  actions: 

(1)  Increasing  the  liquidation  rate. 

(2)  Reducing  the  progress  payment  rate. 

(3)  Suspending  progress  payments. 

(b)  The  excess  described  in  paragraph  (a)  above  is  most 
likely  to  arise  under  the  following  circumstances: 

( 1 )  The  costs  of  performance  exceed  the  contract  price. 

(2)  The  alternate  method  of  liquidation  (see  32.503-9) 


32.503-14 

is  used  and  the  actual  costs  of  performance  exceed  the  cost 
estimates  used  to  establish  the  liquidation  rate. 

(3)  The  rate  of  progress  or  the  quality  of  contract  per¬ 
formance  is  unsatisfactory. 

(4)  The  rate  of  rejections,  waste,  or  spoilage  is 
excessive. 

(c)  As  required,  the  services  of  the  cognizant  indepen¬ 
dent  audit  agency  or  office  should  be  fully  utilized,  along 
with  the  services  of  qualified  cost  analysis  and  engineering 
personnel. 

t 

32.503- 13  Quarterly  statements  for  price  revision 
contracts. 

Under  price  revision  or  redeterminable  contracts  that  in¬ 
clude  progress  payments  clauses,  the  contracting  officer  shall 
occasionally  compare  the  quarterly  statements  submitted 
under  the  price  revision  or  renegotiation  clause  at  52.216-5, 
52.216-6,  52.216-16,  or  52.216-17  with  the  contractor's  re¬ 
quests  for  progress  payments.  The  contracting  officer  should 
ensure,  as  far  as  is  reasonably  possible,  that  costs  of 
delivered  items  in  the  quarterly  statements  are  excluded  from 
the  costs  of  undelivered  items  (the  basis  for  unliquidated 
,  t . css  payments)  in  the  contractor’s  request  for  progress 
payments. 

32.503- 14  Protection  of  Government  title. 

(a)  Since  the  Progress  Payments  clause  gives  the  Govern¬ 
ment  title  to  all  of  the  materials,  work-in-process,  finished 
goods,  and  other  items  of  property  described  in  paragraph 

(d)  of  the  Progress  Payments  clause,  under  the  contract 
under  which  progress  payments  have  been  made,  the  ACO 
must  ensure  that  the  Government  title  to  these  inventories 
is  not  compromised  by  other  encumbrances.  Ordinarily,  the 

JO,  in  the  absence  of  reason  to  believe  otherwise,  may 
rely  upon  the  contractor’s  certification  contained  in  the 
progress  payment  request. 

(b)  If  the  ACO  becomes  aware  of  any  arrangement  or 
condition  that  would  impair  the  Government’s  title  to  the 
property  affected  by  progress  payment,  the  ACO  shall  re¬ 
quire  additional  protective  provisions  (see  32.501-5)  to 
establish  and  protect  the  Government’s  title. 

(c)  The  existence  of  any  such  encumbrance  is  a  violation 
of  the  contractor’s  obligations  under  the  contract,  and  the 
ACO  may,  if  necessary,  suspend  or  reduce  prigress 
payments  under  the  terms  of  the  Progress  Payments  clause 
covering  failure  to  comply  with  any  material  requirement 
of  the  contract.  In  addition,  if  the  contractor  fails  to  disclose 
an  existing  encumbrance  in  the  progress  payments  certifica¬ 
tion,  the  ACO  should  consult  with  legal  counsel  concern¬ 
ing  possible  violation  of  31  U.S.C.  3729,  the  False  Claims 
Act. 
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32.503- 15  Application  of  Government  title  terms. 

(a)  Property  to  which  the  Government  obtains  title 
by  operation  of  the  Progress  Payments  clause  solely  is 
not,  as  a  consequence,  Government-furnished  property. 

(b)  Although  property  title  is  vested  in  the  Govern¬ 
ment  under  the  Progress  Payments  clause,  the  acquisi¬ 
tion,  handling,  and  disposition  of  certain  types  of  prop¬ 
erty  are  governed  by  other  clauses,  as  follows: 

(1)  The  clause  at  52.245-17,  Special  Tooling,  for 

special  tooling. 

(2)  The  termination  clauses  at  52.249,  for  termina¬ 
tion  inventory. 

(c)  The  contractor  may  sell  or  otherwise  dispose  of 
current  production  scrap  in  the  ordinary  course  of  busi¬ 
ness  on  its  own  volition,  even  if  title  has  vested  in  the 
Government  under  the  Progress  Payments  clause.  The 
contracting  officer  shall  require  the  contractor  to  credit 
the  costs  of  the  contract  performance  with  the  pro¬ 
ceeds  of  the  scrap  disposition. 

(d)  When  the  title  to  materials  or  other  inventories  is 
vested  in  the  Government  under  the  Progress  Pay¬ 
ments  clause,  the  contractor  may  transfer  the  inventory 
items  from  the  contract  for  its  own  use  or  other  dispo¬ 
sition  only  if,  and  on  terms,  approved  by  the  contract¬ 
ing  officer.  The  contractor  shall  (1)  eliminate  the  costs 
allocable  to  the  transferred  property  from  the  costs  of 
contract  performance,  and  (2)  repay  or  credit  to  the 
Government  an  amount  equal  to  the  unliquidated  prog¬ 
ress  payments,  allocable  to  the  transferred  property. 

(e)  If  excess  property  remains  after  the  contract  per¬ 
formance  is  complete  and  all  contractor  obligations 
under  the  contract  are  satisfied,  including  full  liquida¬ 
tion  of  progress  payments,  the  excess  property  is  out¬ 
side  the  scope  of  the  Progress  Payments  clause.  There¬ 
fore,  the  contractor  holds  title  to  it. 

32.503- 16  Risk  of  loss. 

(a)  Under  the  Progress  Payments  clause,  and  except 
for  normal  spoilage,  the  contractor  bears  the  risk  for 
loss,  theft,  destruction,  or  damage  to  property  affected 
by  the  clause,  even  though  title  is  vested  in  the  Gov¬ 
ernment,  unless  the  Government  has  expressly  assumed 
this  risk.  The  clauses  prescribed  in  this  regulation  relat¬ 
ed  to  progress  payments,  default,  and  terminations  do 
not  constitute  a  Government  assumption  of  this  risk. 

(b)  If  a  loss  occurs  in  connection  with  property  for 
which  the  contractor  bears  the  risk,  the  contractor  is 
obligated  to  repay  to  the  Government  the  amount  of 
unliquidated  progress  payments  based  on  costs  alloca¬ 
ble  to  the  property. 

(c)  The  contractor  is  not  obligated  to  pay  for  the  loss 
of  property  for  which  the  Government  has  assumed 
the  risk  of  loss.  However,  a  serious  loss  may  impede 
the  satisfactory  progress  of  contract  performance,  so 
that  the  contracting  officer  may  need  to  act  under 
paragraph  (c)(5)  of  the  Progress  Payments  clause. 

32.504  Subcontracts. 

(a)  The  contracting  officer  shall  encourage  the  con- 
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tractor  to  provide  progress  payments  to  subcontractors 
on  terms  that  meet  the  standards  in  32.502-1  for  cus¬ 
tomary  progress  payments. 

(b)  The  contractor’s  requests  for  progress  payments 
may  include  the  full  amount  paid  to  subcontractors  as 
progress  payments  under  the  contract  and  subcontracts. 

(c)  If  the  contractor  is  considering  making  unusual 
progress  payments  to  a  subcontractor,  the  parties  shall 
be  guided  by  the  policies  in  32.501-2.  If  unusual  prog¬ 
ress  payments  for  the  subcontract  are  approved  by  the 
Government,  the  contracting  officer  shall  issue  a  con¬ 
tract  modification  to  specify  the  new  rate  in  subdivision 
(j)(4)  of  the  Progress  Payments  clause  in  the  prime 
contract.  This  will  allow  the  contractor  to  include  the 
progress  payments  to  the  subcontractor  in  the  cost 
basis  for  progress  payments  by  the  Government.  This 
modification  shall  not  be  considered  a  deviation  and 
shall  not  require  the  clearance  prescribed  in  32.502- 
2(b). 

(d)  The  contractor  has  a  duty  to  ensure  that  progress 
payments  to  subcontractors  conform  to  the  standards 
and  principles  prescribed  in  paragraph  (j)  of  the  Prog¬ 
ress  Payments  clause  in  the  prime  contract.  Although 
the  contracting  officer  should,  to  the  extent  appropri¬ 
ate,  review  the  subcontract  as  part  of  the  overall  ad¬ 
ministration  of  progress  payments  in  the  prime  con¬ 
tract,  there  is  no  special  requirement  for  contracting 
officer  review  or  consent  merely  because  the  subcon¬ 
tract  includes  a  progress  payments  clause  except  as 
provided  in  paragraph  (c)  above.  However,  the 
contracting  officer  shall  ensure  that  the  contractor  has  in¬ 
stalled  the  necessary  management  control  systems,  in¬ 
cluding  internal  audit  procedures. 

(e)  The  subcontract  terms  shall  include  the  substance 
of  the  Progress  Payments  clause  in  the  prime  contract, 
modified  to  indicate  that  the  contractor,  not  the  Gov¬ 
ernment,  awards  the  subcontract  and  administers  the 
progress  payments.  The  following  exceptions  apply  to 
wording  modifications: 

(1)  The  subcontract  terms  on  title  to  property 
under  progress  payments  shall  provide  for  vesting  of 
title  in  the  Government,  .not  the  contractor,  as  in 
paragraph  (d)  of  the  Progress  Payments  clause  in  the 
prime  contract.  A  reference  to  the  contractor  may, 
however,  be  substituted  for  “Government”  in  subdi¬ 
vision  (d)(2)(iv)  of  the  clause. 

(2)  In  the  subcontract  terms  on  reports  and  access 
to  records,  the  contractor  shall  not  delete  the  refer¬ 
ences  to  “Contracting  Officer”  and  “Government”  in 
adapting  paragraph  (g)  of  the  Progress  Payments 
clause  in  the  contract,  but  may  expand  the  terms  as 
follows: 

(i)  The  term  “Contracting  Officer”  may  be 
changed  to  "Contracting  Officer  or  Prime  Con¬ 
tractor.” 

(ii)  The  term  “the  Government”  may  be 
changed  to  “the  Government  or  Prime  Contrac¬ 
tor.” 
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(3)  The  subcontract  special  terms  regarding  default 
shall  include  paragraph  (h)  of  the  Progress  Payments 
clause  in  the  contract  through  its  subdivision  (i).  The 
rest  of  paragraph  (h)  is  optional. 

(0  If  the  contractor  makes  progress  payments  to  a 
subcontractor  under  a  cost-reimbursement  prime  con¬ 
tract,  the  contracting  officer  shall  accept  the  progress 
payments  as  reimbursable  costs  of  the  prime  contract 
only  under  the  following  conditions: 

(1)  The  payments  are  made  under  the  criteria  in 
32.502-1  for  customary  progress  payments. 

(2)  The  payments  do  not  exceed  the  progress  pay¬ 
ment  rate  in  32.501-1  unless  unusual  progress  pay¬ 
ments  to  the  subcontractor  have  been  approved  in 
accordance  with  32.501-2. 

(3)  The  subcontractor  Complies  with  the  liquida¬ 
tion  principles  of  32.503-8,  32.503-9,  and  32.503-10. 

(4)  The  subcontract  contains  progress  payments 
terms  as  prescribed  in  this  section. 

SUBPART  32.6 — CONTRACT  DEBTS 

32.600  Scope  of  subpart. 

This  subpart  prescribes  policies  and  procedures  for 
the  Government’s  actions  in  ascertaining  and  collecting 
contract  debts,  charging  interest  on  the  debts,  deferring 
collections,  and  compromising  and  terminating  certain 
debts. 

32.601  Definition. 

“Responsible  official, ’’  as  used  in  this  subpart,  means 
the  contracting  officer  (see  Subpart  2.1)  or  other  offi¬ 
cial  designated  under  agency  procedures  to  administer 
the  collection  of  contract  debts  and  applicable  interest. 

32.602  General. 

The  contract  debts  covered  in  this  subpart  arise  in 
various  ways.  The  following  are  some  examples: 

(a)  Damages  or  excess  costs  related  to  defaults  in 
performance. 

(b)  Breach  of  contract  obligations  concerning  prog¬ 
ress  payments,  advance  payments,  or  Government-fur¬ 
nished  property  or  material. 

(c)  Government  expense  of  correcting  defects. 

(d)  Overpayments  related  to  errors  in  quantity  or 
billing  or  deficiencies  in  quality. 

(e)  Retroactive  price  reductions  resulting  from  con¬ 
tract  terms  for  price  redetermination  or  for  determina¬ 
tion  of  prices  under  incentive  type  contracts. 

(f)  Overpayments  disclosed  by  quarterly  statements 
required  under  price  redetermination  or  incentive  con¬ 
tracts. 

(g)  Delinquency  in  contractor  payments  due  under 
agreements  or  arrangements  for  deferral  or  postpone¬ 
ment  of  collections. 

32.603  Applicability. 

Except  as  otherwise  specified,  this  subpart  applies  to 
all  debts  to  the  Government  arising  in  connection  with 
contracts  and  subcontracts  for  the  acquisition  of  sup¬ 
plies  or  services. 
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32.604  Exclusions. 

This  subpart  does  not  apply  to  claims  of  the  Govern¬ 
ment  against  military  or  civilian  employees  or  their 
dependents  arising  in  connection  with  current  or  past 
employment  by  the  Government.  Sections  32.613, 
32.614,  and  32.616  do  not  apply  to  claims  against 
common  carriers  for  transportation  overcharges  and 
freight  and  cargo  losses. 

32.605  Responsibilities  and  cooperation  among  Govern¬ 
ment  officials. 

(a)  To  protect  the  Government’s  interests,  contract¬ 
ing  officers,  contract  financing  offices,  disbursing  offi¬ 
cials,  and  auditors  shall  cooperate  fully  with  each  other 
to — 

(1)  Discover  promptly  when  a  contract  debt  arises; 

(2)  Ascertain  the  correct  amount  of  the  debt; 

(3)  Act  promptly  and  effectively  to  collect  the 
debt; 

(4)  Administer  deferment  of  collection  agreements; 
and 

(5)  Provide  up-to-date  information  on  the  status  of 
the  debt. 

(b)  For  most  kinds  of  contract  debts,  the  contracting 
officer  has  the  primary  responsibility  for  determining 
the  amounts  of  and  collecting  contract  debt.  Under 
some  agency  procedures,  however,  the  individual  who 
is  responsible  for  payment  under  the  contract;  e.g.,  the 
disbursing  officer,  may  have  this  primary  responsibility. 

32.606  Debt  determination  and  collection. 

(a)  If  any  indication  of  a  contract  debt  arises,  the 
responsible  official  shall  determine  promptly  whether 
an  actual  debt  is  due  the  Government  and  the  amount. 
Any  unwarranted  delay  may  contribute  to — 

(1)  Loss  of  timely  availability  of  the  funds  to  the 
program  for  which  the  funds  were  initially  provided; 

(2)  Increased  difficulty  in  collecting  the  debt;  or 

(3)  Actual  monetary  loss  to  the  Government. 

(b)  In  determining  the  amount  of  any  contract  debt, 
the  responsible  official  shall  fairly  consider  both  the 
Government’s  claim  and  any  contract  claims  by  the 
contractor  against  the  Government.  This  determination 
does  not  constitute  a  settlement  of  such  claims,  nor  is  it 
a  contracting  officer’s  final  determination  under  the 
Contract  Disputes  Act  of  1979. 

(c)  The  responsible  official  shall  establish  a  control 
record  for  each  contract  debt,  to  include  at  least  the 
following  information: 

(1)  The  name  and  address  of  the  contractor. 

(2)  The  contract  number,  if  any. 

(3)  A  description  of  the  debt. 

(4)  The  amount  of  debt  and  the  appropriation  to 
be  credited. 

(5)  The  date  the  debt  was  determined. 

(6)  The  dates  of  demands  for  payment. 

(7)  The  amounts  and  dates  of  collections,  as  they 
occur. 
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(8)  The  date  of  any  appeal  filed  or  action  brought 

in  the  Court  of  Claims  under  the  Disputes  clause. 

(9)  The  status  of  collections.  Examples  include — 

(i)  Actions  reported  to  the  disbursing  officer 
(name,  location,  and  date); 

(ii)  Funds  requested  to  be  withheld  by  the  dis¬ 
bursing  officer, 

(iii)  Funds  requested  to  be  withheld  by  other 
offices  (date  and  office); 

(iv)  Deferment  or  installment  payment  arrange¬ 
ment  requested; 

(v)  Deferment  or  installment  request  reviewed; 

(vi)  Supplemental  information  requested  to  sup¬ 
port  deferment  requests;  and 

(vii)  Actions  transferred  to  the  contract  financ¬ 
ing  office. 

(d)  Except  in  cases  in  which  an  agreement  has  been 
entered  into  for  deferment  of  collections  (32.613)  or 
bankruptcy  proceedings  against  the  contractor  have 
been  initiated,  the  contractor  shall  be  required  to  liqui¬ 
date  the  debt  by— 

(1)  Cash  payment  in  a  lump  sum,  on  demand;  or 

(2)  Credit  against  existing  unpaid  bills  due  the  con¬ 
tractor. 

(e)  The  responsible  officials  shall  use  all  proper 
means  available  to  them  for  collecting  debts  as  rapidly 
as  possible.  Practices  for  ascertaining  and  collecting 
debts  shall  be  comprehensive,  dynamic,  and  as  uniform 
as  practicable.  Full  consideration  shall  be  given  to  per¬ 
sonal  contact  and  followup. 

32.607  Tax  credit. 

(a)  If  the  contractor  is  entitled  to  a  tax  credit  under 
section  1481  of  the  Internal  Revenue  Code  (26  U.S.C. 
1481)  and  requests  recognition  of  the  credit  in  the  debt 
collection,  the  responsible  official  shall  comply. 

(b)  The  tax  credit  shall  be  considered  to  reduce  the 
amount  of  the  debt  as  of  the  date  when  interest  on  the 
debt  begins  to  accrue. 

(c)  The  amount  of  the  debt  reduction  shall  be  the 
amount  of  the  tax  credit  certificate,  if  a  certificate  was 
issued  by  the  Internal  Revenue  Service  (IRS).  If  the 
IRS  has  not  yet  issued  a  certificate,  the  responsible 
official  may  accept  the  contractor’s  estimate  of  the  tax 
credit  amount  until  the  certificate  is  issued,  subject  to 
any  verification  that  the  responsible  official  considers 
appropriate. 

(d)  A  reduction  for  a  tax  credit  does  not  apply  to  a 
debt  arising  from  a  subcontract. 

32.608  Negotiation  of  contract  debts. 

(a)  The  responsible  official  shall  ensure  that  any  ne¬ 
gotiations  concerning  debt  determinations  are  complet¬ 
ed  expeditiously.  If  consistent  with  the  contract,  the 
official  shall  make  a  unilateral  determination  promptly 
if  the  contractor  is  delinquent  in  any  of  the  following 
actions: 

(1)  Furnishing  pertinent  information. 

(2)  Negotiating  expeditiously. 


(3)  Entering  into  an  agreement  on  a  fair  and  rea¬ 
sonable  price  revision. 

(4)  Signing  an  interim  memorandum  evidencing  a 
negotiated  pricing  agreement  involving  refund. 

(5)  Executing  an  appropriate  contract  modification 
reflecting  the  result  of  negotiations. 

(b)  The  amount  of  indebtedness  determined  unilater¬ 
ally  shall  be  an  amount  that — 

(1)  Is  proper  based  on  the  merits  of  the  case; 

(2)  Does  not  exceed  an  amount  that  would  have 
been  considered  acceptable  in  a  negotiated  agree¬ 
ment;  and 

(3)  Is  consistent  with  the  contract  terms. 

(c)  For  unilateral  debt  determinations,  the  contract¬ 
ing  officer  shall  issue  a  decision  as  required  by  the 
Disputes  clause  (32.233-1)  at  or  before  the  time  of 
making  a  demand  under  32.610. 

32.609  Memorandum  of  pricing  agreement  with  refund. 

(a)  If  a  refund  to  the  Government  is  agreed  upon  in 
negotiations  under  a  price  revision  type  of  contract,  the 
responsible  official  shall  promptly  write  a  memoran¬ 
dum  to  document  the  agreement  and  the  contract  debt. 
The  memorandum  shall  be  signed  by  the  negotiators 
for  the  Government  and  the  contractor.  If  the  proce¬ 
dures  of  either  the  agency  or  the  contractor  require 
approval  of  the  negotiation  results  by  higher  authority, 
the  memorandum  shall  be  written  without  prejudice  to 
the  final  pricing.  After  negotiations  are  completed,  a 
supplemental  agreement  shall  be  executed  without 
delay. 

(b)  The  amount  of  refund  shall  be  computed  prompt¬ 
ly,  without  waiting  for  itemization  of  adjustment  of 
past  billings,  accounting  adjustments,  or  the  adjusted 
invoices. 

32.610  Demand  for  payment  of  contract  debt. 

(a)  A  demand  for  payment  shall  be  made  as  soon  as 
the  responsible  official  has  computed  the  amount  of 
refund  due.  If  the  debt  arises  from  excess  costs  for  a 
default  termination,  the  demand  shall  be  made  without 
delay,  as  explained  in  49.402-6. 

(b)  The  demand  shall  include  the  following: 

(1)  A  description  of  the  debt,  including  the  debt 
amount. 

(2)  Notification  that  any  amounts  not  paid  within 
30  days  from  the  date  of  the  demand  will  bear  inter¬ 
est  from  the  date  of  the  demand,  or  from  any  earlier 
date  specified  in  the  contract  and  that  the  interest 
rate  shall  be  the  rate  established  by  the  Secretary  of 
the  Treasury,  for  the  period  affected,  under  50 
U.S.C.  App.  1215(bX2). 

(3)  A  notification  that  the  contractor  may  submit  a 
proposal  for  deferment  of  collection  if  immediate 
payment  is  not  practicable  or  if  the  amount  is  disput¬ 
ed. 

(4)  Identification  of  the  responsible  official  desig¬ 
nated  for  determining  the  amount  of  the  debt  and  for 
its  collection. 
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(c)  Contracting  officer  decision  under  the  Disputes 
clause  is  covered  in  32.608.  If  subparagraph  (bX3)  of 
the  clause  at  32.232-17,  Interest,  applies,  the  demand 
mentioned  in  paragraph  (a)  above  shall  accompany  or 
be  included  in  the  transmittal  mentioned  in  the  clause. 

32.611  Routine  setoff. 

If  a  disbursing  officer  is  the  responsible  official  for 
collection  of  a  contract  debt,  or  is  notified  of  the  debt 
by  the  responsible  official  and  has  contractor  invoices 
on  hand  for  payment,  the  disbursing  officer  shall  make 
an  appropriate  setoff.  The  disbursing  officer  shall  give 
the  contractor  an  explanation  of  the  setoff.  To  the 
extent  that  the  setoff  reduces  the  debt,  the  explanation 
shall  replace  the  demand  prescribed  in  32.610. 

32.612  Withholding  and  setoff.' 

During  the  30  days  following  the  issuance  of  a 
demand,  the  advisability  of  withholding  payments  oth¬ 
erwise  due  to  the  contractor  shall  be  considered  based 
on  the  circumstances  of  the  individual  cases.  If  pay¬ 
ment  is  not  completed  within  30  days,  and  deferment  is 
not  requested,  withholding  of  principal  and  interest 
shall  be  initiated  immediately.  In  the  event  the  contract 
is  assigned  under  the  Assignment  of  Claims  Act  of  1940 
|i(31  U.S.C.  3727  and  41  U.S.C.  15),  the  rights  of  the 
assignee  will  be  scrupulously  respected  and  withhold¬ 
ing  of  payments  shall  be  consistent  with  those  rights. 
For  additional  information  on  assignment  of  claims,  see 
Subpart  32.8. 

32.613  Deferment  of  collection. 

(a)  If  the  responsible  official  receives  a  written  re¬ 
quest  from  the  contractor  for  a  deferment  of  the  debt 
collection  or  installment  payments,  the  official  shall 
promptly  review  the  request  to  see  if  the  information 
included  is  adequate  for  action  on  the  request.  If  not, 
the  contractor  shall  be  asked  to  furnish  the  needed 
information.  Any  necessary  changes  to  the  terms  of  the 
proposed  deferment/installment  agreement  shall  also  be 
suggested. 

(b)  If  the  contractor  has  appealed  the  debt  under  the 
procedures  of  the  Disputes  clause  of  the  contract,  the 
information  with  the  request  for  deferment  may  be 
limited  to  an  explanation  of  the  contractor’s  financial 
condition. 

(c)  If  there  is  no  appeal  pending  or  action  filed  under 
the  Disputes  clause  of  the  contract,  the  following  infor¬ 
mation  about  the  contractor  should  be  submitted  with 
the  request: 

(1)  Financial  condition. 

(2)  Contract  backlog. 

(3)  Projected  cash  receipts  and  requirements. 

(4)  Hie  feasibility  of  immediate  payment  of  the 

debt. 

(3)  The  probable  effect  on  operations  of  immediate 

payment  in  full. 

(d)  Although  the  existence  of  a  contractor  appeal  of 
.the  debt  does  not  of  itself  require  the  Government  to 
suspend  or  delay  collection  action,  the  responsible  ofH- 
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cial  shall  consider  whether  deferment  of  the  debt  col¬ 
lection  is  advisable  to  avoid  possible  overcollection. 
The  responsible  official  may  authorize  a  deferment 
pending  the  resolution  of  appeal. 

(e)  Deferments  pending  disposition  of  appeal  may  be 
granted  to  small  business  concerns  and  financially  weak 
contractors,  with  a  reasonable  balance  of  the  need  for 
Government  security  against  loss  and  undue  hardship 
on  the  contractor. 

(0  If  a  contractor  has  not  appealed  the  debt  or  filed 
an  action  under  the  Disputes  clause  of  the  contract,  the 
responsible  official  may  arrange  for  deferment/install¬ 
ment  payments  if  the  contractor  is  unable  to  pay  at 
once  in  full  or  the  contractor’s  operations  under  nation¬ 
al  defense  contracts  would  be  seriously  impaired.  The 
arrangement  shall  include  appropriate  covenants  and 
securities  and  should  be  limited  to  the  shortest  practica¬ 
ble  maturity. 

(g)  Contracts  and  arrangements  for  deferment  may 
not  provide  that  a  claim  of  the  Government  will  not 
become  due  and  payable  pending  mutual  agreement  on 
the  amount  of  the  claim  or,  in  the  case  of  a  dispute, 
until  the  decision  is  reached. 

(h)  At  a  minimum,  the  deferment  agreement  shall 
contain  the  following: 

(1)  A  description  of  the  debt. 

(2)  The  date  of  first  demand  for  payment. 

(3)  Notice  of  an  interest  charge,  in  conformity 
with  32.614  and  the  clause  at  32.232-17,  Interest. 

(4)  Identification  of  the  office  to  which  the  con¬ 
tractor  is  to  send  debt  payments. 

(5)  A  requirement  for  the  contractor  to  submit 
financial  information  requested  by  the  Government 
and  for  reasonable  access  to  the  contractor’s  records 
and  property  by  Government  representatives. 

(6)  Provision  for  the  Government  to  terminate  the 
deferment  agreement  and  accelerate  the  maturity  of 
the  debt  if  the  contractor  defaults  or  if  bankruptcy  or 
insolvency  proceedings  are  instituted  by  or  against 
the  contractor. 

(7)  Protective  requirements  that  are  considered  by 
the  Government  to  be  prudent  and  feasible  in  the 
specific  circumstances.  The  coverage  of  protective 
terms  at  32.409  and  32.301-5  may  be  used  as  a  guide. 

(i)  If  a  contractor  appeal  of  the  debt  determination  is 
pending,  the  deferment  agreement  shall  also  include  a 
requirement  that  the  contractor  shall — 

(1)  Diligently  prosecute  the  appeal;  and 

(2)  Pay  the  debt  in  full  when  the  appeal  is  decided, 
or  when  the  parties  reach  agreement  on  the  debt 
amount. 

(j)  If  the  contractor  does  not  plan  to  appeal  the  debt 
or  file  an  action  under  the  Disputes  clause  of  the  con¬ 
tract,  the  deferment/installment  agreement  shall  include 
a  specific  schedule  or  plan  for  payment.  It  should 
permit  the  Government  to  make  periodic  financial  re¬ 
views  of  the  contractor  and  to  require  prepayments  if 
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the  Government  considers  the  contractor's  ability  to 
pay  improved.  It  should  also  provide  for  required 
stated  or  measurable  prepayments  on  the  occurrence  of 
specific  events  or  contingencies  that  improve  the  con¬ 
tractor’s  ability  to  pay. 

(k)  If  desired  by  the  contractor,  the  deferment  agree¬ 
ment  may  provide  for  the  right  to  make  prepayments 
without  prejudice,  for  refund  of  overpayments,  and  for 
crediting  of  interest  (see  32.614-2). 

0)  Actions  filed  by  contractors  under  the  Disputes 
clause  shall  not  suspend  or  delay  collection.  Until  the 
action  is  decided,  deferments  shall  only  be  granted  if, 
within  30  days  after  the  filing  of  such  action,  the  con¬ 
tractor  presents  to  the  responsible  official  a  good  and 
sufficient  bond,  or  other  collateral  acceptable  to  the 
responsible  official,  in  the  amount  of  the  claim,  and 
approved  by  the  responsible  official.  Any  amount  col¬ 
lected  by  the  Government  in  excess  of  the  amount 
found  to  be  due  on  appeal  under  the  Disputes  clause  of 
the  contract  shall  be  refunded  to  the  contractor  with 
interest  thereon  from  the  date  of  collection  by  the 
Government  at  the  annual  rate  established  by  the  Sec¬ 
retary  of  Treasury  under  50  U.S.C.  App.  1215(bX2). 
Simple  interest  shall  be  calculated  through  the  period 
of  indebtedness  to  reflect  each  6-month  period  change 
in  the  rates  established  by  the  Secretary. 

32.614  Interest. 

32.614-1  Interest  charges. 

(a)  Under  the  clause  at  52.232-17,  Interest,  the  re¬ 
sponsible  official  shall  apply  interest  charges  to  any 
contract  debt  unpaid  after  30  days  from  the  issuance  of 
a  demand,  unless — 

(1)  The  contract  specifies  another  due  date  or  pro¬ 
cedure  for  charging  or  collecting  interest; 

(2)  The  contract  is  a  kind  excluded  under  32.617; 
or 

(3)  The  contract  or  debt  has  been  exempted  from 
interest  charges  under  agency  procedures. 

(b)  If  not  already  applicable  under  the  contract 
terms,  interest  on  contract  debt  shall  be  made  an  ele¬ 
ment  of  any  agreement  entered  into  on  deferment  of 
collection. 

(c)  The  interest  charge  shall  be  at  the  rate  established 
by  the  Secretary  of  the  Treasury  under  50  U.S.C.  App. 
1215(bX2)  for  the  period  in  which  the  amount  becomes 
due.  The  interest  charge  shall  be  computed  for  the 
actual  number  of  calendar  days  involved  beginning  on 
the  due  date  and  ending  on — 

(1)  The  date  on  which  the  designated  office  re¬ 
ceives  payment  from  the  contractor; 

(2)  The  date  of  issuance  of  a  Government  check  to 
the  contractor  from  which  an  amount  otherwise  pay¬ 
able  has  been  withheld  as  a  credit  against  the  con¬ 
tract  debt; 

(3)  The  date  on  which  an  amount  withheld  and 
applied  to  the  contract  debt  would  otherwise  have 
become  payable  to  the  contractor;  or 
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(4)  The  date  of  any  applicable  tax  credit  under 
32.607. 

32.614-2  Interest  credits. 

(a)  An  equitable  interest  credit  shall  be  applied  under 
the  following  circumstances: 

(1)  When  the  amount  of  debt  initially  determined 
is  subsequently  reduced;  e.g.,  through  a  successful 
appeal. 

(2)  When  the  collection  procedures  followed  in  a 
given  case  result  in  an  overcollection  of  the  debt 
due. 

(3)  When  the  responsible  official  determines  that 
the  Government  has  unduly  delayed  payments  to  the 
contractor  on  the  same  contract  at  some  time  during 
the  period  to  which  the  interest  charge  applied,  pro¬ 
vided  an  interest  penalty  was  not  paid  for  such  late 
payment. 

(b)  Any  appropriate  interest  credits  shall  be  comput¬ 
ed  under  the  following  procedures: 

(1)  Interest  at  the  rate  under  32.614-l(c)  shall  be 
charged  on  the  reduced  debt  from  the  date  specified 
in  the  first  demand  made  for  payment  of  the  higher 
debt. 

(2)  Interest  may  not  be  reduced  for  any  time  be¬ 
tween  the  due  date  under  the  demand  and  the  period 
covered  by  a  deferment  of  collection,  unless  the  con¬ 
tract  includes  an  interest  clause;  e.g.,  the  clause  pre¬ 
scribed  in  32.617. 

(3)  Interest  shall  not  be  credited  in  an  amount  that, 
when  added  to  other  amounts  refunded  or  released 
to  the  contractor,  exceeds  the  total  amount  that  has 
been  collected,  or  withheld  for  the  purpose  of  col¬ 
lecting  the  debt.  This  limitation  shall  be  further  re¬ 
duced  by  the  amount  of  any  limitation  applicable 
under  32.614-2(bX2). 

32.615  Delays  in  receipt  of  notices  or  demands. 

If  delivery  of  the  demands  or  notices  required  by  the 
clause  at  52.232-17,  Interest,  is  delayed  by  the  Govern¬ 
ment  (e.g.,  undue  delay  after  dating  at  the  originating 
office  or  delays  in  the  mail),  the  date  of  the  debt  and 
accrual  of  interest  shall  be  extended  to  a  time  that  is 
fair  and  reasonable  under  the  particular  circumstances. 

32.616  Compromise  actions. 

For  debts  under  $20,000,  excluding  interest,  if  further 
collection  is  not  practicable  or  would  cost  more  than 
the  amount  of  recovery,  the  agency  may  compromise 
the  debt  or  terminate  or  suspend  further  collection 
action.  Compromise  is  authorized  by  the  Federal 
Claims  Collection  Act  of  1966  (31  U.S.C.  3711).  Com-| 
promise  actions  shall  conform  to  Federal  claims  collec¬ 
tion  standards  (4  CFR  101-105),  and  agency  regula¬ 
tions. 

32.617  Contract  clause. 

(a)  The  contracting  officer  shall  insert  the  clause  at 
52.232-17,  Interest,  in  solicitations  and  contracts,  unless 
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it  is  contemplated  that  the  contract  will  be  in  one  or 
more  of  the  following  categories: 

(1)  Small  purchases. 

(2)  Contracts  with  Government  agencies. 

(3)  Contracts  with  a  State  or  local  government  or 
instrumentality. 

(4)  Contracts  with  a  foreign  government  or  instru¬ 
mentality. 

(5)  Contracts  without  any  provision  for  profit  or 
fee  with  a  nonprofit  organization. 

(6)  Contracts  described  in  Subpart  5.5,  Paid  adver¬ 
tisements. 

(7)  Any  other  exceptions  authorized  under  agency 
procedures. 

(b)  The  contracting  officer  may  insert  the  clause  at 
52.232-17,  Interest,  in  solicitations  and  contracts  when 
it  is  contemplated  that  the  contract  will  be  in  any  of 
the  categories  specified  in  32.617(a). 

SUBPART  32.7— CONTRACT  FUNDING 

32.700  Scope. 

This  subpart  (a)  describes  basic  requirements  for  con¬ 
tract  funding  and  (b)  prescribes  procedures  for  using 
limitation  of  cost  or  limitation  of  funds  clauses.  De¬ 
tailed  acquisition  funding  requirements  are  contained  in 
agency  fiscal  regulations. 

32.701  Reserved. 

32.702  Policy. 

No  officer  or  employee  of  the  Government  may 
create  or  authorize  an  obligation  in  excess  of  the  funds 
available,  or  in  advance  of  appropriations  (Anti-Defi- 
|  ciency  Act,  31  U.S.C.  1341),  unless  otherwise  authorized 
by  law.  Before  executing  any  contract,  the  contracting 
officer  shall  (a)  obtain  written  assurance  from  responsi¬ 
ble  fiscal  authority  that  adequate  funds  are  available  or 
(b)  expressly  condition  the  contract  upon  availability  of 
funds  in  accordance  with  32.703-2. 

32.703  Contract  funding  requirements. 

32.703- 1  General. 

(a)  If  the  contract  is  fully  funded,  funds  are  obligated 
to  cover  the  price  or  target  price  of  a  fixed-price  con¬ 
tract  or  the  estimated  cost  and  any  fee  of  a  cost- 
reimbursement  contract. 

(b)  If  the  contract  is  incrementally  funded,  funds  are 
obligated  to  cover  the  amount  allotted  and  any  corre¬ 
sponding  increment  of  fee. 

32.703- 2  Contracts  conditioned  upon  availability  of 
funds. 

(a)  Fiscal  year  contracts.  The  contracting  officer  may 
initiate  a  contracting  action  properly  chargeable  to 
funds  of  the  new  fiscal  year  before  these  funds  are 
available;  provided,  that  the  contract  includes  the  clause 
at  52.232-18,  Availability  of  Funds  (see  32.703-l(a)). 
This  authority  may  be  used  only  for  operation  and 
maintenance  and  continuing  services  (e.g.,  rentals,  utili¬ 
ties,  and  supply  items  not  financed  by  stock  funds)  (1) 
necessary  for  normal  operations  and  (2)  for  which  Con¬ 
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gress  previously  had  consistently  appropriated  funds, 
unless  specific  statutory  authority  exists  permitting  ap¬ 
plicability  to  other  requirements. 

(b)  Indefinite-quantity  or  requirements  contracts.  A 
one-year  indefinite-quantity  or  requirements  contract 
for  services  that  is  funded  by  annual  appropriations 
may  extend  beyond  the  fiscal  year  in  which  it  begins; 
provided,  that  (1)  any  specified  minimum  quantities  are 
certain  to  be  ordered  in  the  initial  fiscal  year  (see 
37.106)  and  (2)  the  contract  includes  the  clause  at 
52.232-19,  Availability  of  Funds  for  the  Next  Fiscal 
Year  (see  32.705- 1(b)). 

(c)  Acceptance  of  supplies  or  services.  The  Government 
shall  not  accept  supplies  or  services  under  a  contract 
conditioned  upon  the  availability  of  funds  until  the 
contracting  officer  has  given  the  contractor  notice,  to 
be  confirmed  in  writing,  that  funds  are  available. 

32.703-3  Contracts  crossing  fiscal  years. 

A  contract  that  is  funded  by  annual  appropriations 
may  not  cross  fiscal  years,  except  in  accordance  with 
statutory  authorization  (see  41  U.S.C.  11a,  31  U.S.C.  I 
1308,  and  42  U.S.C.  2459a),  or  when  the  contract  calls  | 
for  an  end  product  that  cannot  feasibly  be  subdivided  for 
separate  performance  in  each  fiscal  year  (e.g.,  contracts 
for  expert  or  consultant  services). 

32.704  Limitation  of  cost  or  fund*. 

(a)  (1)  When  a  contract  contains  the  clause  at  52.232- 
20,  Limitation  of  Cost;  52.232-21,  Limitation  of  Cost 
(Facilities);  or  52.232-22,  Limitation  of  Funds,  the  con¬ 
tracting  officer,  upon  learning  that  the  contractor  is 
approaching  the  estimated  cost  of  the  contract  or  the 
limit  of  the  funds  allotted,  shall  promptly  obtain  fund¬ 
ing  and  programming  information  pertinent  to  the  con¬ 
tract’s  continuation  and  notify  the  contractor  in  writing 
that— 

(i)  Additional  funds  have  been  allotted,  or  the 
estimated  cost  has  been  increased,  in  a  specified 
amount; 

(ii)  The  contract  is  not  to  be  further  funded  and 
that  the  contractor  should  submit  a  proposal  for  an 
adjustment  of  fee,  if  any,  based  on  the  percentage 
of  work  completed  in  relation  to  the  total  work 
called  for  under  the  contract; 

(iii)  The  contract  is  to  be  terminated;  or 

(iv)  (A)  The  Government  is  considering  whether 
to  allot  additional  funds  or  increase  the  estimated 
cost,  (B)  the  contractor  is  entitled  by  the  contract 
terms  to  stop  work  when  the  funding  or  cost  limit 
is  reached,  and  (C)  any  work  beyond  the  funding 
or  cost  limit  will  be  at  the  contractor’s  risk. 

(2)  Upon  learning  that  a  partially  funded  contract 
containing  any  of  the  clauses  referenced  in  subpara¬ 
graph  (1)  above  will  receive  no  further  funds,  the 
contracting  officer  shall  promptly  give  the  contrac¬ 
tor  written  notice  of  the  decision  not  to  provide 
funds. 
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(b)  Under  a  cost-reimbursement  contract,  the  con¬ 
tracting  officer  may  issue  a  change  order,  a  direction  to 
replace  or  repair  defective  items  or  work,  or  a  termina¬ 
tion  notice  without  immediately  increasing  the  funds 
available.  Since  a  contractor  is  not  obligated  to  incur 
costs  in  excess  of  the  estimated  cost  in  the  contract,  the 
contracting  officer  shall  ensure  availability  of  funds  for 
directed  actions.  The  contracting  officer  may  direct 
that  any  increase  in  the  estimated  cost  or  amount  allot¬ 
ted  to  a  contract  be  used  for  the  sole  purpose  of  fund¬ 
ing  termination  or  other  specified  expenses. 

(c)  Government  personnel  encouraging  a  contractor 
to  continue  work  in  the  absence  of  funds  will  incur  a 
violation  of  Revised  Statutes  Section  3679  (31  U.S.C. 
1341)  that  may  subject  the  violator  to  civil  or  criminal 
penalties. 

32.705  Contract  clauses. 

32.705- 1  Clauses  for  contracting  in  advance  of  funds. 

(a)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 18,  Availability  of  Funds,  in  solicitations  and 
contracts  if  the  contract  will  be  chargeable  to  funds  of 
the  new  fiscal  year  and  the  contracting  action  is  to  be 
initiated  before  the  funds  are  available. 

(b)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 19,  Availability  of  Funds  for  the  Next  Fiscal 
Year,  in  solicitations  and  contracts  if  a  one-year  indefi¬ 
nite-quantity  or  requirements  contract  for  services  is 
contemplated  and  the  contract  (a)  is  funded  by  annual 
appropriations  and  (b)  is  to  extend  beyond  the  initial 
fiscal  year  (see  32.703-2(b)). 

32.705- 2  Clauses  for  limitation  of  cost  or  funds. 

(a)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 20,  Limitation  of  Cost,  in  solicitations  and  con¬ 
tracts  if  a  fully  funded  cost-reimbursement  contract  is 
contemplated,  except  those  for  consolidated  facilities, 
facilities  acquisition,  or  facilities  use,  whether  or  not 
the  contract  provides  for  payment  of  a  fee. 

(b)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 21,  Limitation  of  Cost  (Facilities),  in  solicitations 
and  contracts  for  consolidated  facilities,  facilities  acqui¬ 
sition,  or  facilities  use  (see  45.301). 

(c)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 22,  Limitation  of  Funds,  in  solicitations  and  con¬ 
tracts  if  an  incrementally  funded  cost-reimbursement 
contract  is  contemplated. 

SUBPART  32.8— ASSIGNMENT  OF  CLAIMS. 

32.800  Scope  of  subpart. 

This  subpart  prescribes  policies  and  procedures  for 
the  assignment  of  claims  under  the  Assignment  of 
Claims  Act  of  1940,  as  amended,  31  U.S.C.  3727,  41 
U.S.C.  15  (hereafter  referred  to  as  "the  Act”). 

32.801  Definitions. 

“Assignment  of  claims,”  as  used  in  this  subpart, 
means  the  transfer  or  making  over  by  the  contractor  to 
a  bank,  trust  company,  or  other  financing  Institution,  as 


security  for  a  loan  to  the  contractor,  of  its  right  to  be 
paid  by  the  Government  for  contract  performance. 

“Designated  agency,”  as  used  in  this  subpart,  means 
any  agency  authorized  to  include  a  no-setoff  commit¬ 
ment  in  its  contracts.  The  designated  agencies  are  the 
Department  of  Defense,  the  General  Services  Adminis¬ 
tration,  the  National  Aeronautics  and  Space  Adminis¬ 
tration,  the  Federal  Aviation  Administration,  and  any 
other  agency  authorized  by  statute  or  designated  by  the 
President. 

“No-setoff  commitment,”  as  used  in  this  subpart, 
means  a  contractual  undertaking  that,  to  the  extent 
permitted  by  the  Act,  payments  by  the  designated 
agency  to  the  assignee  under  an  assignment  of  claims 
will  not  be  reduced  to  liquidate  the  indebtedness  of  the 
contractor  to  the  Government. 

32.802  Conditions. 

Under  the  Assignment  of  Claims  Act,  a  contractor 
may  assign  moneys  due  or  to  become  due  under  a 
contract  if  all  the  following  conditions  are  met: 

(a)  The  contract  specifies  payments  aggregating 
$1,000  or  more. 

(b)  The  assignment  is  made  to  a  bank,  trust  company, 
or  other  financing  institution,  including  any  Federal 
lending  agency. 

(c)  The  contract  does  not  prohibit  the  assignment. 

(d)  Unless  otherwise  expressly  permitted  in  the  con¬ 
tract,  the  assignment — 

(1)  Covers  all  unpaid  amounts  payable  under  the 
contract; 

(2)  Is  made  only  to  one  party,  except  that  any 
assignment  may  be  made  to  one  party  as  agent  or 
trustee  for  two  or  more  parties  participating  in  the 
financing  of  the  contract;  and 

(3)  Is  not  subject  to  further  assignment. 

(e)  The  assignee  sends  a  written  notice  of  assignment 
together  with  a  true  copy  of  the  assignment  instrument 
to  the — 

(1)  Contracting  officer  or  the  agency  head; 

(2)  Surety  on  any  bond  applicable  to  the  contract; 
and 

(3)  Disbursing  officer  designated  in  the  contract  to 
make  payment. 

32.803  Policies. 

(a)  Any  assignment  of  claims  that  has  been  made 
under  the  Act  to  any  type  of  financing  institution  listed 
in  32.802(b)  may  thereafter  be  further  assigned  and 
reassigned  to  any  such  institution  if  the  conditions  in 
32.802(d)  and  (e)  continue  to  be  met. 

(b)  A  contract  may  prohibit  the  assignment  of  claims 
if  the  agency  determines  the  prohibition  to  be  in  the 
Government’s  interest. 

(c)  Under  a  requirements  or  indefinite  quantity  type 
contract  that  authorizes  ordering  and  payment  by  mul¬ 
tiple  Government  activities,  amounts  due  for  individual 
orders  for  $1,000  or  more  may  be  assigned. 
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the  production  quantity  at  the  same  facility,  add  the 
following  paragraph  (h)  to  the  basic  clause: 

(h)  The  Contractor  shall  produce  both  the  first  arti¬ 
cle  and  the  production  quantity  at  the  same  facility  and 
shall  submit  a  certification  to  this  effect  with  each  first 
article. 

(R  7-104.55(aXh)  1974  APR) 

Alternate  II  (APR  1984).  If  it  is  necessary  to  author¬ 
ize  the  contractor  to  purchase  material  or  to  commence 
production  before  first  article  approval,  substitute  the 
following  paragraph  (g)  for  paragraph  (g)  of  the  basic 
clause: 

(g)  Before  first  article  approval,  the  Contracting  Of¬ 
ficer  may,  by  written  authorization,  authorize  the  Con¬ 
tractor  to  acquire  specific  materials  or  components  or 
.to  commence  production  to  the  extent  essential  to  meet 
the  delivery  schedules.  Until  first  article  approval  is 
granted,  only  costs  for  the  first  article  and  costs  in¬ 
curred  under  this  authorization  are  allocable  to  this 
contract  for  (1)  progress  payments,  or  (2)  termination 
settlements  if  the  contract  is  terminated  for  the  conven¬ 
ience  of  the  Government.  If  first  article  tests  reveal 
deviations  from  contract  requirements,  the  Contractor 
shall,  at  the  location  designated  by  the  Government, 
make  the  required  changes  or  replace  all  items  pro¬ 
duced  under  this  contract  at  no  change  in  the  contract 
price. 

(R  7-104.55(c)  1974  APR) 

52.209-4  First  Article  Approval — Government  Testing. 

As  prescribed  in  9.308-2(a),  insert  the  following 
clause  in  solicitations  and  contracts  when  a  fixed-price 
contract  is  contemplated  and  it  is  intended  that  the 
contract  require  first  article  approval  and  that  the  Gov¬ 
ernment  will  be  responsible  for  conducting  the  first 
article  test.  As  prescribed  in  9.308-2(b),  insert  a  clause 
substantially  the  same  as  the  following  clause  in  solici¬ 
tations  and  contracts  when  a  cost-reimbursement  con¬ 
tract  is  contemplated  and  it  is  intended  that  the  con¬ 
tract  require  first  article  approval  and  that  the  Govern¬ 
ment  be  responsible  for  conducting  the  first  article  test. 

FIRST  ARTICLE  APPROVAL— GOVERNMENT 
TESTING  (APR  1984) 

[Contracting  Officer  shall  insert  details ] 

(a)  The  Contractor  shall  deliver  .  units(s)  of 

Lot/Item  .  within  .  calendar  days  from  the 

date  of  this  contract  to  the  Government  at  . 

[insert  name  and  address  of  the  testing  facility ]  for  first 
article  tests.  The  shipping  documentation  shall  contain 
this  contract  number  and  the  Lot/Item  identification. 
The  characteristics  that  the  first  article  must  meet  and 
the  testing  requirements  are  specified  elsewhere  in  this 
contract. 

(b)  Within  .  calendar  days  after  the  Govern¬ 

ment  receives  the  first  article,  the  Contracting  Officer 
shall  notify  the  Contractor,  in  writing,  of  the  condition¬ 
al  approval,  approval,  or  disapproval  of  the  first  article. 
The  notice  of  conditional  approval  or  approval  shall 


not  relieve  the  Contractor  from  complying  with  all 
requirements  of  the  specifications  and  all  other  terms 
and  conditions  of  this  contract.  A  notice  of  conditional 
approval  shall  state  any  further  action  required  of  the 
Contractor.  A  notice  of  disapproval  shall  cite  reasons 
for  the  disapproval. 

(c)  If  the  first  article  is  disapproved,  the  Contractor, 
upon  Government  request,  shall  submit  an  additional 
first  article  for  testing.  After  each  request,  the  Contrac¬ 
tor  shall  make  any  necessary  changes,  modifications,  or 
repairs  to  the  first  article  or  select  another  first  article 
for  testing.  All  costs  related  to  these  tests  are  to  be 
borne  by  the  Contractor,  including  any  and  all  costs 
for  additional  tests  following  a  disapproval.  The  Con¬ 
tractor  shall  furnish  any  additional  first  article  to  the 
Government  under  the  terms  and  conditions  and  within 
the  time  specified  by  the  Government.  The  Govern¬ 
ment  shall  act  on  this  first  article  within  the  time  limit 
specified  in  paragraph  (b)  above.  The  Government  re¬ 
serves  the  right  to  require  an  equitable  adjustment  of 
the  contract  price  for  any  extension  of  the  delivery 
schedule  or  for  any  additional  costs  to  the  Government 
related  to  these  tests. 

(d)  If  the  Contractor  fails  to  deliver  any  first  article 
on  time,  or  the  Contracting  Officer  disapproves  any 
first  article,  the  Contractor  shall  be  deemed  to  have 
failed  to  make  delivery  within  the  meaning  of  the  De¬ 
fault  clause  of  this  contract. 

(e)  Unless  otherwise  provided  in  the  contract,  the 
Contractor — 

(1)  May  deliver  the  approved  first  article  as  a  part 
of  the  contract  quantity,  provided  it  meets  all  con¬ 
tract  requirements  for  acceptance  and  was  not  con- , 
sumed  or  destroyed  in  testing;  and 

(2)  Shall  remove  and  dispose  of  any  first  article 
from  the  Government  test  facility  at  the  Contractor’s 
expense. 

(f)  If  the  Government  does  not  act  within  the  time 
specified  in  paragraph  (b)  or  (c)  above,  the  Contracting 
Officer  shall,  upon  timely  written  request  from  the 
Contractor,  equitably  adjust  under  the  Changes  clause 
of  this  contract  the  delivery  or  performance  dates  and/ 
or  the  contract  price,  and  any  other  contractual  term 
affected  by  the  delay. 

(g)  The  Contractor  is  responsible  for  providing  oper¬ 
ating  and  maintenance  instructions,  spare  parts  support, 
and  repair  of  the  first  article  during  any  first  article 
test. 

(h)  Before  first  article  approval,  the  acquisition  of 
materials  or  components  for,  or  the  commencement  of 
production  of,  the  balance  of  the  contract  quantity  is  at 
the  sole  risk  of  the  Contractor.  Before  first  article  ap¬ 
proval,  the  costs  thereof  shall  not  be  allocable  to  this 
contract  for  (1)  progress  payments,  or  (2)  termination 
settlements  if  the  contract  is  terminated  for  the  conven¬ 
ience  of  the  Government. 

(End  of  clause) 
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MAY  30, 1986 

FEDERAL  ACQUISITION  REGULATION  (FAR) 


(R  7-  104.55(b)  1977  APR) 

Alternate  I  (APR  1984).  If  it  is  intended  that  the 
contractor  be  required  to  produce  the  first  article  and 
the  production  quantity  at  the  same  facility,  add  the 
following  paragraph  (i)  to  the  basic  clause: 

(i)  The  Contractor  shall  produce  both  the  first  article 
and  the  production  quantity  at  the  same  facility  and 
shall  submit  a  certification  to  this  effect  with  each  first 
article. 

(R  7-104.55(bXi)  1974  APR) 

Alternate  II  (APR  1984).  If  it  is  necessary  to  author¬ 
ize  the  contractor  to  purchase  material  or  to  commence 
production  before  first  article  approval,  substitute  the 
following  paragraph  (h)  for  paragraph  (h)  of  the  basic 
clause: 

(h)  Before  first  article  approval,  the  Contracting  Of¬ 
ficer  may,  by  written  authorization,  authorize  the  Con¬ 
tractor  to  acquire  specific  materials  or  components  or 
to  commence  production  to  the  extent  essential  to  meet 
the  delivery  schedules.  Until  first  article  approval  is 
granted,  only  costs  for  the  first  article  and  costs  in¬ 
curred  under  this  authorization  are  allocable  to  this 
contract  for  (1)  progress  payments,  or  (2)  termination 
settlements  if  the  contract  is  terminated  for  the  conven¬ 
ience  of  the  Government.  If  first  article  tests  reveal 
deviations  from  contract  requirements,  the  Contractor 
shall,  at  the  location  designated  by  the  Government, 
make  the  required  changes  or  replace  all  items  pro¬ 
duced  under  this  contract  at  no  change  in  the  contract 
price. 

(R  7- 104.55(c)  1974  APR) 

S2.2KM  Availability  of  Specifications  Listed  in  the 
Index  of  Federal  Specifications  and  Standards. 

As  prescribed  in  10.011(a),  insert  the  following  pro¬ 
vision  in  solicitations  that  (a)  are  issued  by  civilian 
agency  contracting  offices  and  (b)  cite  specifications 
listed  in  the  Index  that  are  not  furnished  with  solicita¬ 
tion: 

AVAILABILITY  OF  SPECIFICATIONS  LISTED 
IN  THE  INDEX  OF  FEDERAL  SPECIFICA¬ 
TIONS  AND  STANDARDS  (APR  1984) 

(a)  Single  copies  of  specifications  cited  in  this  solici¬ 
tation  may  be  obtained  by  submitting  a  written  request 
to  the  appropriate  supply  point  listed  below.  The  re¬ 
quest  must  contain  the  title  of  the  specification,  its 
number,  date,  applicable  amendment(s),  and  the  solici¬ 
tation  or  contract  number.  In  case  of  urgency,  tele¬ 
phone  or  telegraphic  requests  are  acceptable.  Volun¬ 
tary  standards  listed  in  the  Index  are  not  available  to 
offerors  and  contractors  from  the  following  Govern¬ 


ment  sources  and  may  be  obtained  from  the  organiza¬ 
tion  responsible  for  their  preparation,  maintenance,  or 
publication. 


Region 

Address/Telephone  No. 

Service  Area 

1 . 

GSA  Business  Service  Center 
John  McCormack 

Post  Office  and 

Courthouse 

Boston,  MA  02109 

Telephone  No. 

617/223-2868 

Connecticut, 

Maine,  Vermont, 
New  Hampshire, 
Massachusetts, 
and  Rhode 

Island 

2 . 

GSA  Business  Service  Center 
26  Federal  Plaza 

New  York,  NY  10007 

Telephone  No. 

212/264-1234 

New  Jersey,  New 
York,  Puerto 
Rico,  and  Virgin 
Islands 

3 . 

GSA  Specification  and  Con¬ 
sumer  Information  Distribu¬ 
tion  Center 

9th  &  Market  Streets 
Philadelphia,  PA  19107 
Telephone  No. 

215/597-9613 

Delaware, 

Maryland  (except 
Prince  Georges 
and  Montgomery 
Counties), 
Pennsylvania, 
Virginia  (except 
Prince  William, 
Loudon,  Fairfax, 
and  Arlington 
Counties),  and 
West  Virginia. 

4 . 

GSA  Business  Service  Center 
75  Spring  Street  SW 

Atlanta,  GA  30303 

Telephone  No. 

404/221-5103 

Alabama.  Florida, 
Georgia, 
Kentucky,  North 
Carolina,  South 
Carolina,  and 
Tennessee 

5 . 

GSA  Business  Service  Center 
230  South  Dearborn  Street 
Chicago,  IL  60604 

Telephone  No. 

312/353-5383 

Illinois,  Indiana, 
Ohio,  Michigan, 
Minnesota,  and 
Wisconsin 

6 . 

GSA  Business  Service  Center 
1500  East  Bannister  Road 
Kansas  City,  MO  64131 
Telephone  No. 

816/926-7203 

Iowa,  Kansas, 
Missouri,  and 
Nebraska 

7 . 

GSA  Business  Service  Center 
819  Taylor  Street 

Fort  Worth,  TX  76102 
Telephone  No. 

817/334-3284 

Arkansas, 

Louisiana,  Texas, 
New  Mexico, 
and  Oklahoma 

i 

8 . 

GSA  Business  Service  Center 
Building  41 

Denver  Federal  Center 

Denver,  CO  80225 

Telephone  No. 

303/236-7409 

Colorado,  North 
Dakota,  Utah, 
South  Dakota, 
Montana,  and 
Wyoming 

9 . 

GSA  Business  Service  Center 
525  Market 

San  Francisco,  CA  94105 
Telephone  No. 

415/974-9000 

Northern 

California, 

Hawaii,  and 
Nevada  (except 
Clark  County) 
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tract  work,  -t^pon  satis^tory  completion  and  final  ac¬ 
ceptance  of  the  construction  work,  the  Contractor  shall 
be  paid  any  unpaid  balance  of  money  due  under  this  con¬ 
tract. 

(d)  Before  final  payment  under  the  contract,  or 
before  settlement  upon  termination  of  the  contract,  and 
as  a  condition  precedent  thereto,  the  Contractor  shall 
execute  and  deliver  to  the  Contracting  Officer  a  release 
of  all  claims  against  the  Government  arising  under  or 
bynvfaue  of  this  contract,  other  than  any  claims  that 
aft”  specifically  excepted  by  the  Contractor  from  the 
operation  of  the  release  in  amounts  stated  in  the  re¬ 
lease. 

(End  of  clause) 

52.232- 11  Extras. 

As  prescribed  in  32.111(dX2),  insert  the  following 
clause,  appropriately  modified  with  respect  to  payment 
due  dates  in  accordance  with  agency  regulations,  in 
solicitations  and  contracts  when  a  fixed-price  supply 
contract,  fixed-price  service  contract,  or  transportation 
contract  is  contemplated: 

EXTRAS  (APR  1984) 

Except  as  otherwise  provided  in  this  contract,  no 
payment  for  extras  shall  be  made  ir  less  such  extras  and 
the  price  therefor  have  been  a1  norized  in  writing  by 
the  Contracting  Officer. 

(End  01  clause) 

(V  7-103.3  1949  JUL) 

(V  1-7.102-3) 

52.232- 12  Advance  Payments. 

As  prescribed  in  32.412(a),  insert  the  following 
clause  in  solicitations  and  contracts  under  which  the 
Government  will  provide  advance  payments,  except  as 
provided  in  32.412(b): 

ADVANCE  PAYMENTS  (APR  1984) 

(a)  Requirements  for  payment.  Advance  payments  will 

be  made  under  this  contract  (1)  upon  submission  of 
properly  certified  invoices  or  vouchers  by  the  Contrac¬ 
tor,  and  approval  by  the  administering  office,  . 

.  [Insert  the  name  of  the  office  designated 

under  agency  procedures],  or  (2)  under  a  letter  of  credit. 
The  amount  of  the  invoice  or  voucher  submitted  plus 
all  advance  payments  previously  approved  shall  not 
exceed  S . If  a  letter  of  credit  is  used,  the  Contrac¬ 

tor  shall  withdraw  cash  only  when  needed  for  disburse¬ 
ments  acceptable  under  this  contract  and  report  cash 
disbursements  and  balances  as  required  by  the  adminis¬ 
tering  office.  The  Contractor  shall  apply  terms  similar 
to  this  clause  to  any  advance  payments  to  subcontrac¬ 
tors. 

(b)  Special  bank  account.  Until  (1)  the  Contractor  has 
liquidated  all  advance  payments  made  under  the  con¬ 
tract  and  related  interest  charges  and  (2)  the  adminis¬ 
tering  office  has  approved  in  writing  the  release  of  any 
funds  due  and  payable  to  the  Contractor,  all  advance 
payments  and  other  payments  under  this  contract  shall 


be  made  by  check  payable  to  the  Contractor  marked 
for  deposit  only  in  the  Contractor's  special  bank  ac¬ 
count  with  the  . [Insert  the  name  of  the 

bank].  None  of  the  funds  in  the  special  bank  account 
shall  be  mingled  with  other  funds  of  the  Contractor. 
Withdrawals  from  the  special  bank  account  may  be 
made  only  by  check  of  the  Contractor  countersigned 
by  the  Contracting  Officer  or  a  Government  counter¬ 
signing  agent  designated  in  writing  by  the  Contracting 
Officer. 

(c)  Use  of  funds.  The  Contractor  may  withdraw 
funds  from  the  special  bank  account  only  to  pay  for 
properly  allocable,  allowable,  and  reasonable  costs  for 
direct  materials,  direct  labor,  and  indirect  costs.  Other 
withdrawals  require  approval  in  writing  by  the  admin¬ 
istering  office.  Determinations  of  whether  costs  are 
properly  allocable,  allowable,  and  reasonable  shall  be  in 
accordance  with  generally  accepted  accounting  princi¬ 
ples,  subject  to  any  applicable  subparts  of  Part  31  of 
the  Federal  Acquisition  Regulation. 

(d)  Repayment  to  the  Government.  At  any  time,  the 
Contractor  may  repay  all  or  any  part  of  the  funds 
advanced  by  the  Government.  Whenever  requested  in 
writing  to  do  so  by  the  administering  office,  the  Con¬ 
tractor  shall  repay  to  the  Government  any  part  of 
unliquidated  advance  payments  considered  by  the  ad¬ 
ministering  office  to  exceed  the  Contractor's  current 
requirements  or  the  amount  specified  in  paragraph  (a) 
above.  If  the  Contractor  fails  to  repay  the  amount 
requested  by  the  administering  office,  all  or  any  part  of 
the  unliquidated  advance  payments  may  be  withdrawn 
from  the  special  bank  account  by  check  signed  by  only 
the  countersigning  agent  and  applied  to  reduction  of 
the  unliquidated  advance  payments  under  this  contract. 

(e)  Maximum  payment.  When  the  sum  of  all  unliqui¬ 
dated  advance  payments,  unpaid  interest  charges,  and 
other  payments  exceed  ...  percent  of  the  contract  price, 
the  Government  shall  withhold  further  payments  to  the 
Contractor.  On  completion  or  termination  of  the  con¬ 
tract,  the  Government  shall  deduct  from  the  amount 
due  to  the  Contractor  all  unliquidated  advance  pay¬ 
ments  and  all  interest  charges  payable.  If  previous  pay¬ 
ments  to  the  Contractor  exceed  the  amount  due,  the 
excess  amount  shall  be  paid  to  the  Government  on 
demand.  For  purposes  of  this  paragraph,  the  contract 
price  shall  be  considered  to  be  the  stated  contract  price 

of  $ .  less  any  subsequent  price  reductions  under 

the  contract,  plus  (1)  any  price  increases  resulting  from 
any  terms  of  this  contract  for  price  redetermination  or 
escalation,  and  (2)  any  other  price  increases  that  do 

not,  in  the  aggregate,  exceed  S .  [Insert  an  amount 

not  higher  than  10  percent  of  the  stated  contract  amount 
inserted  in  this  paragraph ].  Any  payments  withheld 
under  this  paragraph  shall  be  applied  to  reduce  the 
unliquidated  advance  payments.  If  full  liquidation  has 
been  made,  payments  under  the  contract  shall  resume. 
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(0  Interest.  (1)  The  Contractor  shall  pay  interest  to  involved.  For  the  purpose  of  computing  the  interest 
the  Government  on  the  daily  unliquidated  advance  charge — 

payments  at  the  daily  rate  specified  in  subparagraph  (i)  Advance  payments  shall  be  considered  as  in- 

(0(3)  below.  Interest  shall  be  computed  at  the  end  of  creasing  the  unliquidated  balance  as  of  the  date  of 

each  calendar  month  for  the  actual  number  of  days  the  advance  payment  chedk; 


(The  next  page  is  52-1 15.) 
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(ii)  Repayments  by  Contractor  check  shall  be 
considered  as  decreasing  the  unliquidated  balance 
as  of  the  date  on  which  the  check  is  received  by 
the  Government  authority  designated  by  the  Con¬ 
tracting  Officer;  and 

(iii)  Liquidations  by  deductions  from  Govern¬ 
ment  payments  to  the  Contractor  shall  be  consid¬ 
ered  as  decreasing  the  unliquidated  balance  as  of 
the  date  of  the  check  for  the  reduced  payment. 

(2)  Interest  charges  resulting  from  the  monthly 
computation  shall  be  deducted  from  payments,  other 
than  advance  payments,  due  the  Contractor.  If  the 
accrued  interest  exceeds  the  payment  due,  any  excess 
interest  shall  be  carried  forward  and  deducted  from 
subsequent  payments.  Interest  carried  forward  shall 
not  be  compounded.  Interest  on  advance  payments 
shall  cease  to  accrue  upon  satisfactory  completion  or 
termination  of  the  contract  for  the  convenience  of 
the  Government.  The  Contractor  shall  charge  inter¬ 
est  on  advance  payments  to  subcontractors  in  the 
manner  described  above  and  credit  the  interest  to  the 
Government.  Interest  need  not  be  charged  on  ad¬ 
vance  payments  to  nonprofit  educational  or  research 
subcontractors  for  experimental,  developmental,  or 
research  work. 

(3)  If  interest  is  required  under  the  contract,  the 
Contracting  Officer  shall  determine  a  daily  interest 
rate  based  on  the  higher  of  (i)  the  published  prime 
rate  of  the  banking  institution  (depository)  in  which 
the  special  bank  account  is  established  or  (ii)  the  rate 
established  by  the  Secretary  of  the  Treasury  under 
Pub.  L.  92-41  (50  U.S.C.  App.  1215(b)(2)).  The  Con¬ 
tracting  Officer  shall  revise  the  daily  interest  rate 
during  the  contract  period  in  keeping  with  any 
changes  in  the  cited  interest  rates. 

(4)  If  the  full  amount  of  interest  charged  under  this 
paragraph  has  not  been  paid  by  deduction  or  other¬ 
wise  upon  completion  or  termination  of  this  contract, 
the  Contractor  shall  pay  the  remaining  interest  to  the 
Government  on  demand. 

(g)  Bank  Agreement.  Before  an  advance  payment  is 
made  under  this  contract,  the  Contractor  shall  transmit 
to  the  administering  office,  in  the  form  prescribed  by 
the  administering  office,  an  agreement  in  triplicate  from 
the  bank  in  which  the  special  bank  account  is  estab¬ 
lished,  clearly  setting  forth  the  special  character  of  the 
account  and  the  responsibilities  of  the  bank  under  the 
account.  If  possible,  the  Contractor  shall  select  a  bank 
that  is  a  member  bank  of  the  Federal  Reserve  System 
or  is  an  "insured'  bank  within  the  meaning  the  Federal 
Deposit  Insurance  Corporation  Act  (12  U.S.C.  1811). 

(h)  Lien  on  Special  Bank  Account.  The  Government 
shall  have  a  lien  u;  ,t  any  balance  in  the  special  bank 
account  paramount  to  all  other  liens.  The  Government 
lien  shall  secure  the  repayment  of  any  advance  pay¬ 
ments  made  under  this  contract  and  any  related  interest 
charges. 


(i)  Lien  on  property  under  contract.  (1)  All  advanuo 
payments  under  this  contract,  together  with  interest 
charges,  shall  be  secured,  when  made,  by  a  lien  in 
favor  of  the  Government,  paramount  to  all  other  liens, 
on  the  supplies  or  other  things  covered  by  this  contract 
and  on  all  material  and  other  property  acquired  for  or 
allocated  to  the  performance  of  this  contract,  except  to 
the  extent  that  the  Government  by  virtue  of  any  other 
terms  of  this  contract,  or  otherwise,  shall  have  valid 
title  to  the  supplies,  materials,  or  other  property  as 
against  other  creditors  of  the  Contractor. 

(2)  The  Contractor  shall  identify,  by  marking  or 
segregation,  all  property  that  is  subject  to  a  lien  in 
favor  of  the  Government  by  virtue  of  any  terms  of 
this  contract  in  such  a  way  as  to  indicate  that  it  is 
subject  to  a  lien  and  that  it  has  been  acquired  for  or 
allocated  to  performing  this  contract.  If,  for  any 
reason,  the  supplies,  materials,  or  other  property  are 
not  identified  by  marking  or  segregation,  the  Gov¬ 
ernment  shall  be  considered  to  have  a  lien  to  the 
extent  of  the  Government's  interest  under  this  con¬ 
tract  on  any  mass  of  property  with  which  the  sup¬ 
plies,  materials,  or  other  property  are  commingled. 
The  Contractor  shall  maintain  adequate  accounting 
control  over  the  property  on  its  books  and  records. 

(3)  If,  at  any  time  during  the  progress  of  the  work 
on  the  contract,  it  becomes  necessary  to  deliver  to  a 
third  person  any  items  or  materials  on  which  the 
Government  has  a  lien,  the  Contractor  shall  notify 
the  third  person  of  the  lien  and  shall  obtain  from  the 
third  person  a  receipt  in  duplicate  acknowledging  the 
existence  of  the  lien.  The  Contractor  shall  provide  a 
copy  of  each  receipt  to  the  Contracting  Officer. 

(4)  If,  under  the  termination  clause,  the  Contract¬ 
ing  Officer  authorizes  the  Contractor  to  sell  or  retain 
termination  inventory,  the  approval  shall  constitute  a 
release  of  the  Government’s  lien  to  the  extent  that — 

(i)  The  termination  inventory  is  sold  or  retained; 
and 

(ii)  The  sale  proceeds  or  retention  credits  are 
applied  to  reduce  any  outstanding  advance  pay¬ 
ments. 

(j)  Insurance.  The  Contractor  represents  and  war¬ 
rants  that  it  maintains  with  responsible  insurance  carri¬ 
ers  (1)  insurance  on  plant  and  equipment  against  fire 
and  other  hazards,  to  the  extent  that  similar  properties 
are  usually  insured  by  others  operating  plants  and 
properties  of  similar  character  in  the  same  general  lo¬ 
cality;  (2)  adequate  insurance  against  liability  on  ac¬ 
count  of  damage  to  persons  or  property;  and  (3)  ade¬ 
quate  insurance  under  all  applicable  workers’  compen¬ 
sation  laws.  The  Contractor  agrees  that,  until  work 
under  this  contract  has  been  completed  and  all  advance 
payments  made  under  the  contract  have  been  liquidat¬ 
ed,  it  will  maintain  this  insurance;  maintain  adequate 
insurance  on  any  materials,  parts,  assemblies,  subas¬ 
semblies,  supplies,  equipment,  and  other  property  ac- 
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quired  for  or  allocable  to  this  contract  and  subject  to 
the  Government  lien  under  paragraph  (i)  of  this  clause; 
and  furnish  any  certificates  with  respect  to  its  insurance 
that  the  administering  office  may  require. 

(k)  Default.  (1)  If  any  of  the  following  events  occurs, 
the  Government  may,  by  written  notice  to  the  Con¬ 
tractor,  withhold  further  withdrawals  from  the  special 
bank  account  and  further  payments  on  this  contract: 

(i)  Termination  of  this  contract  fc  a  fault  of  the 
Contractor. 

(ii)  A  finding  by  the  administering  office  that  the 
Contractor  has  failed  to — 

(A)  Observe  any  of  the  conditions  of  the  ad¬ 
vance  payment  terms; 

(B)  Comply  with  any  material  term  of  this 
contract; 

(C)  Make  progress  or  maintain  a  financial  con¬ 
dition  adequate  for  performance  of  this  contract; 

(D)  Limit  inventory  allocated  to  this  contract 
to  reasonable  requirements;  or 

(E)  Avoid  delinquency  in  payment  of  taxes  or 
of  the  costs  of  performing  this  contract  in  the 
ordinary  course  of  business. 

(iii)  The  appointment  of  a  trustee,  receiver,  or 
liquidator  for  all  or  a  substantial  part  of  the  Con¬ 
tractor’s  property,  or  the  institution  of  proceedings 
by  or  against  the  Contractor  for  bankruptcy,  reor¬ 
ganization,  arrangement,  or  liquidation. 

(iv)  The  service  of  any  writ  of  attachment,  levy 
of  execution,  or  commencement  of  garnishment 
proceedings  concerning  the  special  bank  account. 

(v)  The  commission  of  an  act  of  bankruptcy. 

(2)  If  any  of  the  events  described  in  subparagraph 

(l)  above  continue  for  30  days  after  the  written 
notice  to  the  Contractor,  the  Government  may  take 
any  of  the  following  additional  actions: 

(i)  Withdraw  by  checks  payable  to  the  Treasurer 
of  the  United  States,  signed  only  by  the  counter¬ 
signing  agency,  all  or  any  part  of  the  balance  in 
the  special  bank  account  and  apply  the  amounts  to 
reduce  outstanding  advance  payments  and  any 
other  claims  of  the  Government  against  the  Con¬ 
tractor. 

(ii)  Charge  interest,  in  the  manner  prescribed  in 
paragraph  (0  above,  on  outstanding  advance  pay¬ 
ments  during  the  period  of  any  event  described  in 
subparagraph  (1)  above. 

(iii)  Demand  immediate  repayment  by  the  Con¬ 
tractor  of  the  unliquidated  balance  of  advance  pay¬ 
ments. 

(iv)  Take  possession  of  and,  with  or  without 
advertisement,  sell  at  public  or  private  sale  all  or 
any  part  of  the  property  on  which  the  Govern¬ 
ment  has  a  lien  under  this  contract  and,  after  de¬ 
ducting  any  expenses  incident  to  the  sale,  apply 
the  neb  proceeds  of  the  sale  to  reduce  the  unliqui¬ 
dated  balance  of  advance  payments  or  other  Gov¬ 
ernment  claims  against  the  Contractor. 
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(3)  The  Government  may  take  any  of  the  actions 
described  in  subparagraphs  (kXl)  and  (2)  of  this 
clause  it  considers  appropriate  at  its  discretion  and 
without  limiting  any  other  rights  of  the  Government. 

(l)  Prohibition  against  assignment.  Notwithstanding 
any  other  terms  of  this  contract,  the  Contractor  shall 
not  assign  this  contract,  any  interest  therein,  or  any 
claim  under  the  contract  to  any  party. 

(m)  Information  and  access  to  records.  The  Contractor 
shall  furnish  to  the  administering  office  (1)  monthly  or 
at  other  intervals  as  required,  signed  or  certified  bal¬ 
ance  sheets  and  profit  and  loss  statements  together  with 
a  report  on  the  operation  of  the  special  bank  account  in 
the  form  prescribed  by  the  administering  office;  and  (2) 
if  requested,  other  information  concerning  the  oper¬ 
ation  of  the  Contractor’s  business.  The  Contractor  shall 
provide  the  authorized  Government  representatives 
proper  facilities  for  inspection  of  the  Contractor’s 
books,  records,  and  accounts. 

(n)  Other  security.  The  terms  of  this  contract  are 
considered  to  provide  adequate  security  to  the  Govern¬ 
ment  for  advance  payments;  however,  if  the  administer¬ 
ing  office  considers  the  security  inadequate,  the  Con¬ 
tractor  shall  furnish  additional  security  satisfactory  to 
the  administering  office,  to  the  extent  that  the  security 
is  available. 

(o)  Representations  and  warranties.  The  Contractor 
represents  and  warrants  the  following: 

(1)  The  balance  sheet,  the  profit  and  loss  state¬ 
ment,  and  any  other  supporting  financial  statements 
furnished  to  the  administering  office  fairly  reflect  the 
financial  condition  of  the  Contractor  at  the  date 
shown  or  the  period  covered,  and  there  has  been  no 
subsequent  materially  adverse  change  in  the  financial 
condition  of  the  Contractor. 

(2)  No  litigation  or  proceedings  are  presently 
pending  or  threatened  against  the  Contractor,  except 
as  shown  in  the  financial  statements. 

(3)  The  Contractor  has  disclosed  all  contingent 
liabilities,  except  for  liability  resulting  from  the  re¬ 
negotiation  of  defense  production  contracts,  in  the 
financial  statements  furnished  to  the  administering 
office. 

(4)  None  of  the  terms  in  this  clause  conflict  with 
the  authority  under  which  the  Contractor  is  doing 
business  or  with  the  provision  of  any  existing  inden¬ 
ture  or  agreement  of  the  Contractor. 

(5)  The  Contractor  has  the  power  to  enter  into  this 
contract  and  accept  advance  payments,  and  has  taken 
all  necessary  action  to  authorize  the  acceptance 
under  the  terms  of  this  contract. 

(6)  The  assets  of  the  Contractor  are  not  subject  to 
any  lien  or  encumbrance  of  any  character  except  for 
current  taxes  not  delinquent,  and  except  as  shown  in 
the  financial  statements  furnished  by  the  Contractor. 
There  is  no  current  assignment  of  claims  under  any 
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contract  affected  by  these  advance  payment  provi¬ 
sions. 

(7)  All  information  furnished  by  the  Contractor  to 
the  administering  office  in  connection  with  each  re¬ 
quest  for  advance  payments  is  true  and  correct. 

(8)  These  representations  and  warranties  shall  be 
continuing  and  shall  be  considered  to  have  been  re¬ 
peated  by  the  submission  of  each  invoice  for  advance 
payments. 

(p)  Covenants.  To  the  extent  the  Government  consid¬ 
ers  it  necessary  while  any  advance  payments  made 
under  this  contract  remain  outstanding,  the  Contractor, 
without  the  prior  written  consent  of  the  administering 
office,  shall  not — 

(1)  Mortgage,  pledge,  or  otherwise  encumber  or 
allow  to  be  encumbered,  any  of  the  assets  of  the 
Contractor  now  owned  or  subsequently  acquired,  or 
permit  any  preexisting  mortgages,  liens,  or  other  en¬ 
cumbrances  to  remain  on  or  attach  to  any  assets  of 
the  Contractor  which  are  allocated  to  performing 
this  contract  and  with  respect  to  which  the  Govern¬ 
ment  has  a  lien  under  this  contract; 

(2)  Sell,  assign,  transfer,  or  otherwise  dispose  of 
accounts  receivable,  notes,  or  claims  for  money  due 
or  to  become  due; 

(3)  Declare  or  pay  any  dividends,  except  dividends 
payable  in  stock  of  the  corporation,  or  make  any 
other  distribution  on  account  of  any  shares  of  its 
capital  stock,  or  purchase,  redeem,  or  otherwise  ac¬ 
quire  for  value  any  of  its  stock,  except  as  required  by 
sinking  fund  or  redemption  arrangements  reported  to 
the  administering  office  incident  to  the  establishment 
of  these  advance  payment  provisions; 

(4)  Sell,  convey,  or  lease  all  or  a  substantial  part  of 
its  assets; 

(5)  Acquire  for  value  the  stock  or  other  securities 
of  any  corporation,  municipality,  or  governmental 
authority,  except  direct  obligations  of  the  United 
States; 

(6)  Make  any  advance  or  loan  or  incur  any  liability 
as  guarantor,  surety,  or  accommodation  endorser  for 
any  party; 

(7)  Permit  a  writ  of  attachment  or  any  similar 
process  to  be  issued  against  its  property  without  get¬ 
ting  a  release  or  bonding  the  property  within  30  days 
after  the  entry  of  the  writ  of  attachment  or  other 
process; 

(8)  Pay  any  remuneration  in  any  form  to  its  direc¬ 
tors,  officers,  or  key  employees  higher  than  rates 
provided  in  existing  agreements  of  which  notice  has 
been  given  to  the  administering  office;  accrue  excess 
remuneration  without  first  obtaining  an  agreement 
subordinating  it  to  all  claims  of  the  Government;  or 
employ  any  person  at  a  rate  of  compensation  over 
$...  a  year; 

(9)  Change  substantially  the  management,  owner¬ 
ship,  or  control  of  the  corporation; 


(10)  Merge  or  consolidate  with  any  other  firm  or 
corporation,  change  the  type  of  business,  or  engage 
in  any  transaction  outside  the  ordinary  course  of  the 
Contractor’s  business  as  presently  conducted; 

(11)  Deposit  any  of  its  funds  except  in  a  bank  or 
trust  company  insured  by  the  Federal  Deposit  Insur¬ 
ance  Corporation; 

(12)  Create  or  incur  indebtedness  for  advances, 
other  than  advances  to  be  made  under  the  terms  of 
this  contract,  or  for  borrowings; 

(13)  Make  or  covenant  for  capital  expenditures 

exceeding  $ . in  total; 

(14)  Permit  its  net  current  assets,  computed  in  ac¬ 

cordance  with  generally  accepted  accounting  princi¬ 
ples,  to  become  less  than  $ . ;  or 

(15)  Make  any  payments  on  account  of  the  obliga¬ 
tions  listed  below,  except  in  the  manner  and  to  the 
extent  provided  in  this  contract: 

[List  the  pertinent  obligations] 

(End  of  clause) 

(R  7-104.34  1976  OCT) 

(R  1-30.414-2) 

Alternate  I  (APR  1984).  If  the  agency  desires  to 
waive  the  countersignature  requirement  because  of  the 
Contractor’s  financial  strength,  good  performance 
record,  and  favorable  experience  concerning  cost  disal¬ 
lowances,  add  the  following  sentence,  if  appropriate,  to 
paragraph  (b)  of  the  basic  clause: 

However,  for  this  contract,  countersignature  on 
behalf  of  the  Government  will  not  be  required  unless  it 
is  determined  necessary  by  the  administering  office. 
(R  7-104.34  1976  OCT) 

(R  l-30.414-2(b)) 

Alternate  II  (APR  1984).  If  used  in  a  cost-reimburse¬ 
ment  contract,  substitute  the  following  paragraphs  (c) 
and  (e),  and  subparagraphs  (0(1)  and  (0(2)  for  para¬ 
graphs  (c)  and  (e)  and  subparagraphs  (0(1)  and  (2)  of 
the  basic  clause: 

(c)  Use  of  funds.  The  Contractor  shall  withdraw 
funds  from  the  special  bank  account  only  to  pay  for 

allowable  costs  as  prescribed  by  the  .  clause  of 

this  contract.  Payment  for  any  other  types  of  expenses 
shall  be  approved  in  writing  by  the  administering 
office. 

(e)  Maximum  payment.  When  the  sum  of  all  unliqui¬ 
dated  advance  payments,  unpaid  interest  charges,  and 

other  payments  equal  the  total  estimated  cost  of  $ . 

(not  including  fixed-fee,  if  any)  for  the  work  under  this 
contract,  the  Government  shall  withhold  further  pay¬ 
ments  to  the  Contractor.  Upon  completion  or  termina¬ 
tion  of  the  contract,  the  Government  shall  deduct  from 
the  amount  due  to  the  Contractor  all  unliquidated  ad¬ 
vance  payments  and  interest  charges  payable.  The  Con¬ 
tractor  shall  pay  any  deficiency  to  the  Government 
upon  demand.  For  purposes  of  this  paragraph,  the  esti¬ 
mated  cost  shall  be  considered  to  be  the  stated  estimat¬ 
ed  cost,  less  any  subsequent  reductions  of  the  estimated 
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cost,  plus  any  increases  in  the  estimated  costs  that  do 

not,  in  the  aggregate,  exceed  $ . [Insert  an  amount 

not  higher  than  10  percent  of  the  stated  estimated  cost 
inserted  in  this  paragraph.]  The  estimated  cost  shall  in¬ 
clude,  without  limitation,  any  reimbursable  cost  (as  esti¬ 
mated  by  the  Contracting  Officer)  incident  to  a  termi¬ 
nation  for  the  convenience  of  the  Government.  Any 
payments  withheld  under  this  paragraph  shall  be  ap¬ 
plied  to  reduce  the  unliquidated  advance  payments.  If 
full  liquidation  has  been  made,  payments  under  the 
contract  shall  resume. 

(0  Interest.  (1)  The  Contractor  shall  pay  interest  to 
the  Government  on  the  daily  unliquidated  advance 
payments  at  the  daily  rate  specified  in  subparagraph 
(0(3)  below.  Interest  shall  be  computed  at  the  end  of 
each  calendar  month  for  the  actual  number  of  days 
involved.  For  the  purpose  of  computing  the  interest 
charge,  the  following  shall  be  observed: 

(i)  Advance  payments  shall  be  considered  as  in¬ 
creasing  the  unliquidated  balance  as  of  the  date  of 
the  advance  payment  check. 

(ii)  Repayments  by  Contractor  check  shall  be 
considered  as  decreasing  the  unliquidated  balance 
as  of  the  date  on  which  the  check  is  received  by 
the  Government  authority  designated  by  the  Con¬ 
tracting  Officer. 

'iii)  Liquidations  by  deductions  from  payments 
to  the  Contractor  shall  be  considered  as  decreasing 
the  unliquidated  balance  as  of  the  dates  on  which 
the  Contractor  presents  to  the  Contracting  Officer 
full  and  accurate  data  for  the  preparation  of  each 
voucher.  Credits  resulting  from  these  deductions 
■hall  be  made  upon  the  approval  of  the  reimburse¬ 
ment  vouchers  by  the  Disbursing  Officer,  based 
upon  the  Contracting  Officer’s  certification  of  the 
applicable  dates. 

(2)  Interest  charges  resulting  from  the  monthly 
computation  shall  be  deducted  from  any  payments 
on  account  of  the  fixed-fee  due  to  the  Contractor.  If 
the  accrued  interest  exceeds  the  payment  due,  any 
excess  interest  shall  be  carried  forward  and  deducted 
from  subsequent  payments  of  the  contract  price  or 
fixed-fee.  Interest  carried  forward  shall  not  be  com¬ 
pounded.  Interest  on  advance  payments  shall  cease 
to  accrue  upon  (i)  satisfactory  completion  or  (ii)  ter¬ 
mination  of  the  contract  for  the  convenience  of  the 
Government.  The  Contractor  shall  charge  interest  on 
advance  payments  to  subcontractors  in  the  manner 
described  above  and  credit  the  interest  to  the  Gov¬ 
ernment.  Interest  need  not  be  charged  on  advance 
payments  to  nonprofit  educational  or  research  sub¬ 
contractors  for  experimental,  developmental,  or  re¬ 
search  work. 

(R  7-104.34  1976  OCT) 

(R  l-30.414-2(c),  (c),  and  (0) 

Alternate  III  (APR  1984).  If  the  agency  considers  a 
more  rapid  liquidation  appropriate,  add  the  following 


sentence  as  the  first  sentence  of  paragraph  (e)  of  the 
basic  clause  with  the  appropriate  percentage  specified: 

To  liquidate  the  principal  amount  of  any  advance 
payment  made  to  the  Contractor,  there  shall  be  deduc¬ 
tions  of  . percent  from  all  payments  made  by  the 

Government  under  the  contracts  involved. 

(R  7-104.34  1976  OCT) 

(R  l-30.414-2(e)) 

Alternate  IV  (APR  1984).  If  the  agency  provides 
advance  payments  under  the  contract  at  no  interest  to 
the  prime  contractor,  add  the  following  sentences  as 
the  beginning  sentences  of  paragraph  (f)  of  the  clause: 

No  interest  shall  be  charged  to  the  prime  Contractor 
for  advance  payments  except  for  interest  charged 
during  a  period  of  default.  The  terms  of  this  paragraph 
concerning  interest  charges  for  advance  payments  shall 
not  apply  to  the  prime  Contractor. 

(R  7-104.34  1976  OCT) 

(R  1  -30.4 1 4-2(n)(3)) 

52.232- 13  Notice  of  Progress  Payments. 

As  prescribed  in  32.502-3(a),  insert  the  following  pro¬ 
vision  in  invitations  for  bids  and  requests  for  proposals 
that  include  a  Progress  Payments  clause: 

NOTICE  OF  PROGRESS  PAYMENTS  (APR  1984) 
The  need  for  customary  progress  payments  conform¬ 
ing  to  the  regulations  in  Subpart  32.5  of  the  Federal 
Acquisition  Regulation  (FAR)  will  not  be  considered 
as  a  handicap  or  adverse  factor  in  the  award  of  the 
contract.  The  Progress  Payments  clause  included  in 
this  solicitation  will  be  included  in  any  resulting  con¬ 
tract,  modified  or  altered  if  necessary  in  accordance 
with  subsection  52.232-16  and  its  Alternate  I  of  the 
FAR.  Even  though  the  clause  is  included  in  the  con¬ 
tract,  the  clause  shall  be  inoperative  during  any  time 
the  contractor’s  accounting  system  and  controls  are 
determined  by  the  Government  to  be  inadequate  for 
segregation  and  accumulation  of  contract  costs. 

(End  of  provision) 

(R  7-2003.64  APR  1974) 

(R  1-30. 504.4(a)) 

52.232- 14  Notice  of  Availability  of  Progress  Payments 
Exclusively  for  Small  Business  Concerns. 

As  prescribed  in  32.502-3(b)(2),  insert  the  following 
provision  in  invitations  for  bids  if  it  is  anticipated  that 
(a)  both  small  business  concerns  and  others  may  submit 
bids  in  response  to  the  same  invitation  and  (b)  only  the 
small  business  bidders  would  need  progress  payments: 
NOTICE  OF  AVAILABILITY  OF  PROGRESS 
PAYMENTS  EXCLUSIVELY  FOR  SMALL 
BUSINESS  CONCERNS  (APR  1984) 

The  Progress  Payments  clause  will  be  available  only 
to  small  business  concerns.  Any  bid  conditioned  upon 
inclusion  of  a  progress  payment  clause  in  the  resulting 
contract  will  be  rejected  as  nonresponsive  if  the  bidder 
is  not  a  small  business  concern. 

(End  of  provision) 
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regularly  sold  to  the  general  public  in  the  norma)  course 
of  busnwM  by  the  Contractor,  the  price  to  be  ppra  for  such 
materialNnbtwithstanding  (b)(1)  above,  shalLbe  on  the  basis 
of  an  established  catalog  or  list  price,  ip'effect  when  the 
material  is  furnished,  less  all  applicable  discounts  to  the 
Government;  provided,  that  in  no  event  shall  such  price  be 
in  excess  of  the  Contactor’s  sabs  price  to  its  most  favored 
customer  for  the  same^tem  inaike  quantity,  or  the  current 
mar ket  price,  whicheveKi/lower. 

(AV  7-?oi6  1972  MAY) 

Alternate  II  (JAN  >986).  V  a  labor-hour  contract  is  con¬ 
templated,  and  iLrio  specific\eimbursement  for  materials 
furnished  is  intended,  the  Contracting  Officer  may  add  the 
following ^piiragraph  (h)  to  the  o^ic  clause: 

(h)  TMe  terms  of  this  clause  that  govern  reimbursement 
fopirfaterials  furnished  are  considered  thhave  been  deleted. 

52.232- 8  Discounts  for  Prompt  Payment. 

As  prescribed  in  32. 1 1 1(c)(1),  insert  the  folding  clause: 
DISCOUNTS  FOR  PROMPT  PAYMENT  (JUL  1985) 

(a)  Discounts  for  prompt  payment  will  not  be  considered 
in  the  evaluation  of  offers.  However,  any  offered  discount 
will  form  a  part  of  the  award,  and  will  be  taken  if  payment 
is  made  within  the  discount  period  indicated  in  the  offer 
by  the  offeror.  As  an  alternative  to  offering  a  prompt  pay¬ 
ment  discount  in  conjunction  with  the  offer,  offerors  award¬ 
ed  contracts  may  include  prompt  payment  discounts  on  in¬ 
dividual  invoices. 

(b)  In  connection  with  any  discount  offered  for  prompt 
payment,  time  shall  be  computed  from  (1)  the  date  of  com¬ 
pletion  of  performance  of  the  services  or  delivery  of  the 
supplies  to  the  carrier  if  acceptance  is  at  point  of  origin, 
or  date  of  delivery  at  destination  or  port  of  embarkation 
if  delivery  and  acceptance  are  at  either  of  these  points,  or 
(2)  the  date  a  proper  invoice  or  voucher  is  received  in  the 
office  specified  by  the  Government,  if  the  latter  is  later  than 
date  of  performance  or  delivery.  For  the  purpose  of  com¬ 
puting  the  discount  earned,  payment  shall  be  considered  to 
have  been  made  on  the  date  which  appears  on  the  payment 
check  or  the  date  on  which  a  wire  transfer  was  made. 

(End  of  clause) 

52.232- 9  Limitation  on  Withholding  of  Payments. 

As  prescribed  in  32.111(c)(2),  insert  a  clause  substan¬ 
tially  as  follows,  appropriately  modified  with  respect  to  pay¬ 
ment  due  dates  in  accordance  with  agency  regulations,  in 
solicitations  and  contracts  when  a  supply  contract,  service 
contract,  time-and -materials  contract,  labor-hour  contract, 
or  research  and  development  contract  is  contemplated  that 
includes  two  or  more  terms  authorizing  the  temporary 
withholding  of  amounts  otherwise  payable  to  the  contrac¬ 
tor  for  supplies  delivered  or  services  performed: 

B-58 


52.232-10 


LIMITATION  ON  WITHHOLDING  OF  PAYMENTS 
(APR  1984) 

If  more  than  one  clause  or  Schedule  term  of  this  contract 
authorizes  the  temporary  withholding  of  amounts  otherwise 
payable  to  the  Contractor  for  supplies  delivered  or  services 
performed,  the  total  of  the  amounts  withheld  at  any  one  time 
shall  not  exceed  the  greatest  amount  that  may  be  withheld 
under  any  one  clause  or  Schedule  term  at  that  time; 
provided,  that  this  limitation  shall  not  apply  to¬ 
la)  Withholdings  pursuant  to  any  clause  relating  to  wages 
or  hours  of  employees; 

(b)  Withholdings  not  specifically  provided  for  by  this 

contract;  % 

(c)  The  recovery  of  overpayments;  and 

(d)  Any  other  withholding  for  which  the  Contracting  Of¬ 
ficer  determines  that  this  limitation  is  inappropriate. 

(End  of  clause) 

(R  7-104.21  1958  SEP) 

(R  7-403.12  1959  FEB) 

52.232-10  Payments  under  Fixed-Price  Architect- 

Engineer  Contracts. 

As  prescribed  in  32. 1 1 1(d)(1),  insert  the  following  clause: 
PAYMENTS  UNDER  FIXED-PRICE  ARCHITECT- 
ENGINEER  CONTRACTS  (AUG  1987)  I 

(a)  Estimates  shall  be  made  monthly  of  the  amount  and 

value  of  the  work  and  services  performed  by  the  Contrac¬ 
tor  under  this  contract  which  meet  the  standards  of  quality  I 
established  under  this  contract.  ' 

(b)  Upon  approval  of  the  estimate  by  the  Contracting  Of¬ 
ficer,  payment  upon  properly  executed  vouchers  shall  be 
made  to  the  Contractor,  as  soon  as  practicable,  of  90  per¬ 
cent  of  the  approved  amount,  less  all  previous  payments; 
provided,  that  payment  may  be  made  in  full  during  any 
months  in  which  the  Contracting  Officer  determines  that 
performance  has  been  satisfactory.  Also,  whenever  the  Con¬ 
tracting  Officer  determines  that  the  work  is  substantially 
complete  and  that  the  amount  retained  is  in  excess  of  the 
amount  adequate  for  the  protection  of  the  Government,  the 
Contracting  Officer  may  release  the  excess  amount  to  the 
Contractor. 

(c)  Upon  satisfactory  completion  by  the  Contractor 
and  acceptance  by  the  Contracting  Officer  of  the 
work  done  by  the  Contractor  under  the  “Statement 
of  Architect-Engineer  Services”,  the  Contractor  will  be 
paid  the  unpaid  balance  of  any  money  due  for  work 
under  the  statement,  including  retained  percentages  relating 
to  this  portion  of  the  work.  If  the  Government  exercises 
the  option  under  the  Option  for  Supervision  and  Inspection 
Services  clause,  progress  payments  as  provided  for  in  (a) 
and  (b)  above  will  be  made  for  this  portion  of  the  con- 
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(R  7-2003.63  APR  74) 
(R  l-30.504-4(c)) 


52.232-15  Progress  Payments  Not  Included. 

As  prescribed  in  32.502-3(c),  insert  the  following  provi¬ 
sion  in  invitations  for  bids  if  the  solicitation  will  not  con¬ 
tain  one  of  the  provisions  prescribed  in  32.502-3(a)  and  (b): 
PROGRESS  PAYMENTS  NOT  INCLUDED  (APR  1984) 
A  progress  payments  clause  is  not  included  in  this  solicita¬ 
tion,  and  will  not  be  added  to  the  resulting  contract  at  the 
time  of  award.  Bids  conditioned  upon  inclusion  of  a  progress 
payment  clause  in  the  resulting  contract  will  be  rejected  as 
nonresponsive. 

(End  of  provision) 

(R  E-504.5  JULY  1976) 

(R  1-30.504-6) 


52.232-16  Progress  Payments. 

(a)  As  prescribed  in  32.502-4(a),  insert  the  following 
clause  in  solicitations  and  fixed-price  contracts  under  which 
the  Government  will  provide  progress  payments  based  on 
costs.  A  different  customary  rate  for  other  than  small 
business  concerns  may  be  substituted  in  accordance  with 
32.501-1  for  the  progress  payment  and  liquidation  rate 
indicated. 

(b)  If  an  unusual  progress  payment  rate  is  approved  for 
the  prime  contractor  (see  32.501-2),  the  rate  approved  shall 
be  substituted  for  the  customary  rate  in  paragraph  (a)(1). 

(c)  If  the  liquidation  rate  is  changed  from  the  customary 
progress  payment  rate  (see  32.503-8  and  32.503-9),  the  new 
rate  shall  be  substituted  for  the  rate  in  paragraphs  (a)(4), 
(a)(5),  and  (b). 

(d)  If  advance  and  progress  payments  are  authorized  in 
the  same  contract,  the  words  “less  any  unliquidated  advance 
payments”  may  be  deleted  from  paragraph  (a)(4)  of  this 
clause. 

(e)  If  an  unusual  progress  payment  rate  is  approved  for 
a  subcontract  (see  32.504(b)  and  32.501-2),  subparagraph 
(j)(4)  shall  be  modified  to  specify  the  new  rate,  the  name 
of  the  subcontractor,  and  that  the  new  rate  shall  be  used 
for  that  subcontractor  in  lieu  of  the  customary  rate. 

|  PROGRESS  PAYMENTS  (AUG  1987) 

Progress  payments  shall  be  made  to  the  Contractor  when 
requested  as  work  progresses,  but  not  more  frequently  than 
monthly  in  amounts  approved  by  the  Contracting  Officer, 
under  the  following  conditions: 

(a)  Computation  of  amounts.  (1)  Unless  the  Contractor 
requests  a  smaller  amount,  each  progress  payment  shall  be 
|  computed  as  (i)  80  percent  of  the  Contractor’s  cumulative 
total  costs  under  this  contract,  as  shown  by  records  main¬ 
tained  by  the  Contractor  for  the  purpose  of  obtaining  pay¬ 


ment  under  Government  contracts,  plus  <ii)  progress 
payments  to  subcontractors  (see  paragraph  (j)  below),  all 
less  the  sum  of  all  previous  progress  payments  made  by 
the  Government  under  this  contract.  Cost  of  money  that 
would  be  allowable  under  31.205-10  of  the  Federal  Acquisi¬ 
tion  Regulation  shall  be  deemed  an  incurred  cost  for  pro¬ 
gress  payment  purposes. 

(2)  The  following  conditions  apply  to  the  timing  of  in¬ 
cluding  costs  in  progress  payment  requests: 

(i)  The  costs  of  supplies  and  services  purchased  by 

the  Contractor  directly  for  this  contract  may  be  included 
only  after  payment  by  cash,  check,  or  other  form  of 
actual  payment.  > 

(ii)  Costs  for  the  following  may  be  included  when 
incurred,  even  if  before  payment,  when  the  Contrac¬ 
tor  is  not  delinquent  in  payment  of  the  costs  of  con¬ 
tract  performance  in  the  ordinary  course  of  business: 

(A)  Materials  issued  from  the  Contractor’s  stores 
inventory  and  placed  in  the  production  process  fot 
use  on  this  contract. 

(B)  Direct  labor,  direct  travel,  and  other  direct  in- 
house  costs. 

(C)  Properly  allocable  and  allowable  indirect  costs. 

(iii)  Accrued  costs  of  Contractor  contributions  under 
employee  pension,  profit  sharing,  and  stock  ownership 
plans  shall  be  excluded  until  actually  paid  unless— 

(A)  The  Contractor’s  practice  is  to  contribute  to 
the  plans  quarterly  or  more  frequently;  and 

(B)  The  contribution  does  not  remain  unpaid  30 
days  after  the  end  of  the  applicable  quarter  or  shorter 
payment  period  (any  contributions  remaining  unpaid 
shall  be  excluded  from  the  Contractor’s  total  costs 
for  progress  payments  until  paid). 

(iv)  If  the  contract  is  subject  to  the  special  transition 
method  authorized  in  Cost  Accounting  Standard  (CAS) 
410,  Allocation  of  Business  Unit  General  and  Ad¬ 
ministrative  Expense  to  Final  Cost  Objective,  General 
and  Administrative  expenses  (G&A)  shall  not  be  in¬ 
cluded  in  progress  payment  requests  until  the  suspense 
account  prescribed  in  CAS  410  is  less  than— 

(A)  Five  million  dollars;  or 

(B)  The  value  of  the  work-in-process  inventories 
under  contracts  entered  into  after  the  suspense  ac¬ 
count  was  established  (only  a  pro  rata  share  of  the 
G&A  allocable  to  the  excess  of  the  inventory  over 
the  suspense  account  value  is  includable  in  progress 
payment  requests  under  this  contract). 

(3)  The  Contractor  shall  not  include  the  following  in 
total  costs  for  progress  payment  purposes  in  subparagraph 
(a)(l)(i)  above: 

(i)  Costs  that  are  not  reasonable,  allocable  to  this 
contract,  and  consistent  with  sound  and  generally  ac¬ 
cepted  accounting  principles  and  practices. 
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(ii)  Costs  incurred  by  subcontractors  or  suppliers. 

(iii)  Costs  ordinarily  capitalized  and  subject  to 
depreciation  or  amortization  except  for  the  properly 
depreciated  or  amortized  portion  of  such  costs. 

(iv)  Payments  made  or  amounts  payable  to  subcon¬ 
tractors  or  suppliers,  except  for— 

(A)  Completed  work,  including  partial  deliveries, 
to  which  the  Contractor  has  acquired  title;  and 

(B)  Work  under  cost-reimbursement  or  time-and- 
material  subcontracts  to  which  the  Contractor  has  ac¬ 
quired  title. 

(4)  The  amount  of  unliquidated  progress  payments  may 
exceed  neither  (i)  the  progress  payments  made  against 
incomplete  work  (including  allowable  unliquidated 
progress  payments  to  subcontractors)  nor  (ii)  the  value, 
for  progress  payment  purposes,  of  the  incomplete  work. 
Incomplete  work  shall  be  considered  to  be  the  supplies 
and  services  required  by  this  contract,  for  which  delivery 
and  invoicing  by  the  Contractor  and  acceptance  by  the 
Government  are  incomplete. 

(5)  The  total  amount  of  progress  payments  shall  not 
|  exceed  80  percent  of  the  total  contract  price. 

(6)  If  a  progress  payment  or  the  unliquidated  progress 
payments  exceed  the  amounts  permitted  by  subparagraphs 

(a) (4)  or  (a)(5)  above,  the  Contractor  shall  repay  the 
amount  of  such  excess  to  the  Government  on  demand. 

(b)  Liquidation.  Except  as  provided  in  the  Termination 
for  Convenience  of  the  Government  clause,  all  progress 
payments  shall  be  liquidated  by  deducting  from  any  pay¬ 
ment  under  this  contract,  other  than  advance  or  progress 

|  payments,  the  unliquidated  progress  payments,  or  80  per¬ 
cent  of  the  amount  invoiced,  whichever  is  less.  The  Con¬ 
tractor  shall  repay  to  the  Government  any  amounts  required 
by  a  retroactive  price  reduction,  after  computing  liquida¬ 
tions  and  payments  on  past  invoices  at  the  reduced  prices 
and  adjusting  the  unliquidated  progress  payments 
accordingly.  The  Government  reserves  the  right  to 
unilaterally  change  from  the  ordinary  liquidation  rate  to  an 
alternate  rate  when  deemed  appropriate  for  proper  contract 
financing. 

(c)  Reduction  or  suspension.  The  Contracting  Officer  may 
reduce  or  suspend  progress  payments,  increase  the  rate  of 
liquidation,  or  take  a  combination  of  these  acquisitions,  after 
finding  on  substantial  evidence  any  of  the  following 
conditions: 

( 1 )  The  Contractor  failed  to  comply  with  any  material 
requirement  of  this  contract  (which  includes  paragraphs 
(f)  and  (g)  below). 

(2)  Performance  of  this  contract  is  endangered  by  the 
Contractor’s  (i)  failure  to  make  progress  or  (ii)  unsatisfac¬ 
tory  financial  condition. 


(3)  Inventory  allocated  to  this  contract  substantially  ex¬ 
ceeds  reasonable  requirements. 

(4)  The  Contractor  is  delinquent  in  payment  of  the  costs 
of  performing  this  contract  in  the  ordinary  course  of 
business. 

(5)  The  unliquidated  progress  payments  exceed  the  fair 
value  of  the  work  accomplished  on  the  undelivered  por¬ 
tion  of  this  contract. 

(6)  The  Contractor  is  realizing  less  profit  than  that 
reflected  in  the  establishment  of  any  alternate  liquidation 
rate  in  paragraph  (b)  above,  and  that  rate  is  less  than  the 
progress  payment  rate  stated  in  subparagraph  (a)(1) 
above. 

(d)  Title.  (1)  Title  to  the  property  described  in  this 
paragraph  (d)  shall  vest  in  the  Government.  Vestiture  shall 
be  immediately  upon  the  date  of  this  contract,  for  property 
acquired  or  produced  before  that  date.  Otherwise,  vestiture 
shall  occur  when  the  property  is  or  should  have  been 
allocable  or  properly  chargeable  to  this  contract. 

(2)  “Property,”  as  used  in  this  clause,  includes  all  of 
the  below-described  items  acquired  or  produced  by  the 
Contractor  that  are  or  should  be  allocable  or  properly 
chargeable  to  this  contract  under  sound  and  generally  ac¬ 
cepted  accounting  principles  and  practices. 

(i)  Parts,  materials,  inventories,  and  work  in  process; 

(ii)  Special  tooling  and  special  test  equipment  to 
which  the  Government  is  to  acquire  title  under  any 
other  clause  of  this  contract; 

(iii)  Nondurable  (i.e.,  noncapital)  tools,  jigs,  dies, 
fixtures,  molds,  patterns,  ups,  gauges,  test  equipment, 
and  other  similar  manufacturing  aids,  title  to  which 
would  not  be  obtained  as  special  tooling  under  sub- 
paragraph  (ii)  above;  and 

(iv)  Drawings  and  technical  data,  to  the  extent  the 
Contractor  or  subcontractors  are  required  to  deliver 
them  to  the  Government  by  other  clauses  of  this 
contract. 

(3)  Although  title  to  property  is  in  the  Government 
under  this  clause,  other  applicable  clauses  of  this  con¬ 
tract;  e.g.,  the  termination  or  special  tooling  clauses,  shall 
determine  the  handling  and  disposition  of  the  property. 

(4)  The  Contractor  may  sell  any  scrap  resulting  from 
production  under  this  contract  without  requesting  the  Con¬ 
tracting  Officer’s  approval,  but  the  proceeds  shall  be 
credited  against  the  costs  of  performance. 

(5)  To  acquire  for  its  own  use  or  dispose  of  property 
to  which  title  is  vested  in  the  Government  under 
this  clause,  the  Contractor  must  obtain  the  Contracting 
Officer's  advance  approval  of  the  action  and  the 
terms.  The  Contractor  shall  (i)  exclude  the  allocable 
costs  of  the  property  from  the  costs  of  contract  per¬ 
formance,  and  (ii)  repay  to  the  Government  any 
amount  of  unliquidated  progress  payments 
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allocable  to  the  property.  Repayment  may  be  by  cash  or 
credit  memorandum. 

(6)  When  the  Contractor  completes  all  of  the  obliga¬ 
tions  under  this  contract,  including  liquidation  of  all 
progress  payments,  title  shall  vest  in  the  Contractor  for 
all  property  (or  the  proceeds  thereof)  not— 

(i)  Delivered  to,  and  accepted  by,  the  Government 
under  this  contract;  or 

(ii)  Incorporated  in  supplies  delivered  to,  and  ac¬ 
cepted  by,  the  Government  under  this  contract  and  to 
which  title  is  vested  in  the  Government  under  this 
clause. 

(7)  The  terms  of  this  contract  concerning  liability  for 
Government-furnished  property  shall  not  apply  to 
property  to  which  the  Government  acquired  title  solely 
under  this  clause. 

(e)  Risk  of  loss.  Before  delivery  to  and  acceptance  by  the 
Government,  the  Contractor  shall  bear  the  risk  of  loss  for 
property,  the  title  to  which  vests  in  the  Government  under 
this  clause,  except  to  the  extent  the  Government  expressly 
assumes  the  risk.  The  Contractor  shall  repay  the  Govern¬ 
ment  an  amount  equal  to  the  unliquidated  progress  payments 
that  are  based  on  costs  allocable  to  property  that  is  damaged, 
lost,  stolen,  or  destroyed. 

(0  Control  of  costs  and  property.  The  Contractor  shall 
maintain  an  accounting  system  and  controls  adequate  for 
the  proper  administration  of  this  clause. 

(g)  Reports  and  access  to  records.  The  Contractor  shall 
promptly  furnish  reports,  certificates,  financial  statements, 
and  other  pertinent  information  reasonably  requested  by  the 
Contracting  Officer  for  the  administration  of  this  clause. 
Also,  the  Contractor  shall  give  the  Government  reasonable 
opportunity  to  examine  and  verify  the  Contractor's  books, 
records,  and  accounts. 

(h)  Special  terms  regarding  default.  If  this  contract  is  ter¬ 
minated  under  the  Default  clause,  (i)  ihe  Contractor  shall, 
on  demand,  repay  to  the  Government  the  amount  of 
unliquidated  progress  payments  and  (ii)  title  shall  vest  in 
the  Contractor,  on  full  liquidation  of  progress  payments, 
for  all  property  for  which  the  Government  elects  not  to  re¬ 
quire  delivery  under  the  Default  clause.  The  Government 
shall  be  liable  for  no  payment  except  as  provided  by  the 
Default  clause. 

(i)  Reservations  of  rights.  (1)  No  payment  or  vesting  of 
title  under  this  clause  shall  (i)  excuse  the  Contractor  from 
performance  of  obligations  under  this  contract  or  (ii)  con¬ 
stitute  a  waiver  of  any  of  the  rights  or  remedies  of  the  par¬ 
ties  under  the  contract. 

(2)  The  Government's  rights  and  remedies  under  this 
clause  (i)  shall  not  be  exclusive  but  rather  shall  be  in  ad¬ 
dition  to  any  other  rights  and  remedies  provided  by  law 
or  this  contract  and  (ii)  shall  not  be  affected  by  delayed, 
partial,  or  omitted  exercise  of  any  right,  remedy,  power, 
or  privilege,  nor  shall  such  exercise  or  any  single  exer¬ 
cise  preclude  or  impair  any  further  exercise  under  this 


clause  or  the  exercise  of  any  other  right,  power,  or 
privilege  of  the  Government. 

(j)  Progress  payments  to  subcontractors.  The  amounts 
mentioned  in  (a)(l)(ii)  above  shall  be  all  progress  payments 
to  subcontractors  or  divisions,  if  the  following  conditions 
are  met; 

(1)  The  amounts  included  are  limited  to  (i)  the 

unliquidated  remainder  of  progress  payments  made  plus 
(ii)  for  small  business  concerns  any  unpaid  subcontrac¬ 
tor  requests  for  progress  payments  that  the  Contractor 
has  approved  for  current  payment  in  the  ordinary  course 
of  business.  * 

(2)  The  subcontract  or  interdivisional  order  is  expected 
to  involve  a  minimum  of  approximately  6  months  bet¬ 
ween  the  beginning  of  work  and  the  first  delivery,  or, 
if  the  subcontractor  is  a  small  business  concern,  4  months. 

(3)  The  terms  of  the  subcontract  or  interdivisional  order 
concerning  progress  payments— 

(i)  Are  substantially  similar  to  the  terms  of  the  clause 
at  52.232-16,  Progress  Payments,  for  any  subcontrac¬ 
tor  that  is  a  large  business  concern,  or  that  clause  with 
its  Alternate  l  for  any  subcontractor  that  is  a  small 
business  concern; 

(ii)  Are  at  least  as  favorable  to  the  Government  as 
the  terms  of  this  clause; 

(iii)  Are  not  more  favorable  to  the  subcontractor  or 
division  than  the  terms  of  this  clause  are  to  the 
Contractor; 

(iv)  Are  in  conformance  with  the  requirements  of 
paragraph  32.504(e)  of  the  Federal  Acquisition  Regula¬ 
tion;  and 

(v)  Subordinate  all  subcontractor  rights  concerning 
property  to  which  the  Government  has  title  under  the 
subcontract  to  the  Government's  right  to  require 
delivery  of  the  property  to  the  Government  if  (A)  the 
Contractor  defaults  or  (B)  the  subcontractor  becomes 
bankrupt  or  insolvent. 

(4)  The  progress  payment  rate  in  the  subcontract  is  the 
customary  rate  used  by  the  Contracting  Agency, 
depending  on  whether  the  subcontractor  is  or  is  not  a 
small  business  concern. 

(5)  The  parties  agree  concerning  any  proceeds  received 
by  the  Government  for  property  to  which  title  has  vested 
in  the  Government  under  the  subcontract  terms,  that  the 
proceeds  shall  be  applied  to  reducing  any  unliquidated 
progress  payments  by  the  Government  to  the  Contractor 
under  this  contract. 

(6)  If  no  unliquidated  progress  payments  to  the  Con¬ 
tractor  remain,  but  there  are  unliquidated  progress 
payments  that  the  Contractor  has  made  to  any  subcon¬ 
tractor,  the  Contractor  shall  be  subrogated  to  ail  the  rights 
the  Government  obtained  through  the  terms  required  by 
this  clause  to  be  in  any  subcontract,  as  if  all  such  rights 
had  transferred  to  the  Contractor. 
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(7)  The  Contractor  shall  pay  the  subcontractor’s 
progress  payment  request  under  subdivision  (j)(l)(ii) 
above,  within  a  reasonable  time  after  receiving  the 
Government  progress  payment  covering  those  amounts. 

(8)  To  facilitate  small  business  participation  in  subcon¬ 
tracting  under  this  contract,  the  Contractor  agrees  to  pro¬ 
vide  progress  payments  to  small  business  concerns,  in 
conformity  with  the  standards  for  customary  progress 
payments  stated  in  Subpart  32.5  of  the  Federal  Acquisi¬ 
tion  Regulation.  The  Contractor  further  agrees  that  the 
need  for  such  progress  payments  shall  not  be  considered 
as  a  handicap  or  adverse  factor  in  the  award  of 
subcontracts. 

(k)  Limitations  on  Undefinitized  Contract  Actions.  Not¬ 
withstanding  any  other  progress  payment  provisions  in  this 
contract,  progress  payments  may  not  exceed  80  percent  of 
costs  incurred  on  work  accomplished  under  undefinitized 
contract  actions.  A  “contract  action"  is  any  action  resulting 
in  a  contract,  as  defined  in  Subpart  2.1,  including  contract 
modifications  for  additional  supplies  or  services,  but  not 
including  contract  modifications  that  are  within  the  scope 
and  under  the  terms  of  the  contract,  such  as  contract 
modifications  issued  pursuant  to  the  Changes  clause,  or  fun¬ 
ding  and  other  administrative  changes.  This  limitation  shall 
apply  to  the  costs  incurred,  as  computed  in  accordance  with 
paragraph  (a)  of  this  clause,  and  shall  remain  in  effect  until 
the  contract  action  is  definitized.  Costs  incurred  which  are 
subject  to  this  limitation  shall  be  segregated  on  Contractor 
progress  payment  requests  and  invoices  from  those  costs 
eligible  for  higher  progress  payment  rates.  For  purposes 
of  progress  payment  liquidation,  as  described  in  paragraph 
(b)  of  this  clause,  progress  payments  for  undefinitized  con¬ 
tract  actions  shall  be  liquidated  at  80  percent  of  the  amount 
invoiced  for  work  performed  under  the  undefinitized  con¬ 
tract  action  as  long  as  the  contract  action  remains 
undefinitized.  The  amount  of  unliquidated  progress  payments 
for  undefinitized  contract  actions  shall  not  exceed  80  per¬ 
cent  of  the  maximum  liability  of  the  Government  under  the 
undefinitized  contract  action  or  such  lower  limit  specified 
elsewhere  in  the  contract.  Separate  limits  may  be  specified 
for  separate  actions. 

(End  of  clause) 

Alternate  /  (AUG  1987).  If  the  contract  is  with  a  small 
business  concern,  change  each  mention  of  the  progress  pay¬ 
ment  and  liquidation  rates  excepting  paragraph  (k)  to  the 
customary  rate  of  85  percent  for  small  business  concerns 
(see  32.501-1),  delete  subparagraphs  (a)(1)  and  (a)(2)  from 
the  basic  clause,  and  substitute  the  following  subparagraphs 
(a)(1)  and  (a)(2): 

(a)  Computation  of  amounts.  (1)  Unless  the  Contractor 
requests  a  smaller  amount,  each  progress  payment  shall  be 
|  computed  as  (i)  85  percent  of  the  Contractor's  total  costs 
incurred  under  this  contract  whether  or  not  actually  paid, 
plus  (ii)  progress  payments  to  subcontractors  (see  paragraph 
(j)  below),  all  less  the  sum  of  all  previous  progress 
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made  by  the  Government  under  this  contract.  Cost  of  money 
that  would  be  allowable  under  31.205-10  of  the  Federal  Ac¬ 
quisition  Regulation  shall  be  deemed  an  incurred  cost  for 
progress  payment  purposes. 

(2)  Accrued  costs  of  Contractor  contributions  under 
employee  pension  plans  shall  be  excluded  until  actually 
paid  unless— 

(i)  The  Contractor’s  practice  is  to  make  contribu¬ 
tions  to  the  retirement  fund  quarterly  or  more  frequent¬ 
ly;  and 

(ii)  The  contribution  does  not  remain  unpaid  30  days 
after  the  end  of  the  applicable  quarter  or  shorter  pay¬ 
ment  period  (any  contribution  remaining  unpaid  shall 
be  excluded  from  the  Contractor’s  total  costs  for  pro¬ 
gress  payments  until  paid). 

Alternate  II  (AUG  1987).  If  the  contract  is  a  letter  con-  I 
tract,  add  paragraphs  (I)  and  (m).  The  amount  specified  in  I 
paragraph  (m)  shall  not  exceed  80  percent  applied  to  the  I 
maximum  liability  of  the  Government  under  the  letter  con¬ 
tract.  Separate  limits  may  be  specified  for  separate  parts 
of  the  work. 

(l)  Progress  payments  made  under  this  letter  contract  shall,  I 

unless  previously  liquidated  under  paragraph  (b)  of  this  I 
clause,  be  liquidated  under  the  following  procedures:  I 

(1)  If  this  letter  contract  is  superseded  by  a  definitive 
contract,  unliquidated  progress  payments  made  under 
this  letter  contract  shall  be  liquidated  by  deducting  the 
amount  from  the  first  progress  or  other  payments  made 
under  the  definitive  contract. 

(2)  If  this  lener  contract  is  not  superseded  by  a  definitive 
contract  calling  for  the  furnishing  of  all  or  part  of  the 
articles  or  services  covered  under  the  letter  contract, 
unliquidated  progress  payments  made  under  the  letter  con¬ 
tract  shall  be  liquidated  by  deduction  from  the  amount 
payable  under  the  Termination  clause. 

(3)  If  this  letter  contract  is  partly  terminated  and  part¬ 
ly  superseded  by  a  contract,  the  Government  shall  allocate 
the  unliquidated  progress  payments  to  the  terminated  and 
unterminated  portions  as  the  Government  deems 
equitable,  and  shall  liquidate  each  portion  under  the  rele¬ 
vant  procedure  in  subparagraphs  (l)(l)  and  (l)(2)  of  this  | 
clause. 

(4)  If  the  method  of  liquidating  progress  payments  pro¬ 
vided  in  this  clause  does  not  result  in  full  liquidation,  | 
the  Contractor  shall  immediately  pay  (he  unliquidated 
balance  to  the  Government  on  demand. 

(m)  The  amount  of  unliquidated  progress  payments  shall  I 

not  exceed . ( specify  dollar  amount).  | 

52.232-17  Interest. 

As  prescribed  in  32.617(a),  insert  the  following  clause 
in  solicitations  and  contracts  unless  it  is  contemplated  that 
the  contract  will  be  in  one  or  more  of  the  categories  specified 
in  32.617(a)(1)  through  32.617(a)(7).  As  prescribed  in 
32.617(b),  the  following  clause  may  be  inserted  in  solicita¬ 
tions  and  contracts  when  it  is  contemplated  that  the  con- 
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tract  will  be  in  any  of  the  categories  specified  in  32.617(aXl) 
through  32.617(a)(7): 

INTEREST  (APR  1984) 

(a)  Notwithstanding  any  other  clause  of  this  contract,  all 
amounts  that  become  payable  by  the  Contractor  to  die 
Government  under  this  contract  (net  of  any  applicable  tax 
credit  under  the  Internal  Revenue  Code  (26  U.S.C.  1481)) 
shall  bear  simple  interest  from  the  date  due  until  paid  unless 
paid  within  30  days  of  becoming  due.  The  interest  rate  shall 


be  the  interest  rate  established  by  the  Secretary  of  the 
Treasury  as  provided  in  Section  12  of  the  Contract  Disputes 
Act  of  1978  (Public  Law  95-563),  which  is  applicable  to 
the  period  in  which  the  amount  becomes  due,  as  provided 
in  paragraph  (b)  of  this  clause,  and  then  at  the  rate  applicable 
for  each  six-month  period  as  fixed  by  the  Secretary  until 
the  amount  is  paid. 

(b)  Amounts  shall  be  due  at  the  earliest  of  the  following 
dates: 

(1)  The  date  fixed  under  this  contract. 


t 
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PART  32— CONTRACT  FINANCING 

SUBPART  32.1—  GENERAL  .  / 
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32.102  Description  of  Contract  Financing  Methods. 

(e)(2)  Progress  payments  based  on  percentage  or  3tate  of 
completion  will  be  confined  to  contracts  for  construction, 
shipbuilding  and  ship  conversion,  alteration  or  repair. 
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32.108  Financial  Consultation.  The  contract  financing  offices  are: 
the  Chief  of  Contract  Financing,  Office  of  the  Comptroller  of  the 
.Army;  the  Executive  Assistant  Comptroller  for  Banking,  Cash 
Management,  Contract  Financing  and  Compensation  Systems,  Assistant 
Comptroller  of  the  Navy  for  Financial  Management;  the  Chief  of  Banking 
and  Contract  Financing,  Directorate  of  Accounting,  Air  Force 
Accounting  and  Finance  Center;  and  the  Comptroller,  Defense  Logistics 
Agency.  For  other  Departments,  the  contracting  financing  office  will 
be  within  the  Office  of  the  Agency  Comptroller. 

32.111  Contract  Clauses. 

(a),  (b),  (c)  and  (d)  See  DAC  76-112,  Item  I,  for  authorized 
modifications  with  respect  to  payment  due  dates. 

(70)  The  contracting  officer  shall  insert  the  clause  at  52.232- 
7000,  Invoices,  in  solicitations  and  contracts  for  supplies  and 
services  when  a  fixed  price  contract  is  contemplated. 

32.170  Responsibilities. 

32.170- 1  Organization.  The  financing  function  should  be  separated 
from  the  procurement  function,  but  close  cooperation  should  be 
preserved  at  all  times.  For  progress  payments,  contract  financing 
officers  will  ordinarily  participate  in  the  development  of  appropriate 
regulations  and  standard  contract  .provisions  designed  to  avoid  undue 
risk  to  the  Government,  and  in  specific  cases  involving  policy 
questions  or  unusual  financing  arrangements. 

32.170- 2  Resolution  of  Disagreements.  If  a  disagreement  arises 
between  the  financing  office  and  the  procuring  activity  on  financing 
provisions,  the  matter  will  be  referred  to  and  resolved  in  the  higher 
echelons  of  the  authority  responsible  for  both  financing  and 
procurement  functions. 

32.170- 3  Responsibility,  Administration,  Contract  Finance  Committee. 

The  Assistant  Secretary  of  Defense  (Acquisition  and  Logistics)  has  the 
responsibility  for  insuring  uniform  administration  of  financing.  Only 
policy  issues  or  important  procedural  problems  shall  be  referred  to 
the  Office  of  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics).  Usual-  financing  operations  shall  be  the  responsibility  of 
the  Departments. 
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(a)  Responsibility  for  financing  in  each  Department  shall  be  in 
the  Under  or  Assistant  Secretary,  or  other  designated  official, 
responsible  for  the  comptroller  function,  with  the  focal  point  for 
such  activities  at  Departmental  headquarters.  Contract  financing 
offices  may  be  established  at  the  operational  level  determined  by  the 
Departments. 

(b)  There  shall  be  a  Contract  Finance  Committee  composed  of  a 
representative  of  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics)  as  chairman,  a  representative  of  the  Assistant  Secretary  of 
Defense  (Comptroller),  and  two  representatives  of  each  Military 
Department  and  DLA  (one  representing  procurement  and  one  representing 
the  contract  finance  office).  The  Committee  shall  meet  upon  call  by 
the  Chairman  or  when  requested  by  a  member.  The  Committee  shall 
advise  and  assist  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics)  in  assuring  proper  and  uniform  application  of  policies, 
procedures  and  forms.  The  Committee  may  recommend  to  the  Secretary  of 
Defense  through  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics)  further  policy  directives  on' financing  matters.  The 
Committee  shall  be  responsible  for  the  formulation,  revision  and 
promulgation  of  uniform  contract  financing  regulations. 

32.171  Deviations.  Actions  in  the  exercise  of  the  judgment  and 
discretion  allowed  by  these  regulations  are  not  deviations.  Actions 
contrary  to  or  inconsistent  with  these  regulations  constitute 
deviations.  Deviations  will  be  permitted  only  in  exceptional 
circumstances,  after  the  proposed  deviation  has  been  presented  to  the 
Contract  Finance  Committee  and  a  recommendation  obtained,  and  the 
approval  of  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics)  or  his  designated  representative  has  been  given.  This 
procedure  will  also  be  followed  for  amendments  to  these  regulations. 

32.172  Financial  Responsibility  of  Contractors.  Procuring  activities 
must  give  due  regard  to  the  financial  capabilities  of  potential 
suppliers.  Financial  difficulties  encountered  by  contractors  and 
subcontractors  may  disrupt  production  schedules;  cause  wastage  of 
manpower  and  materials;  and  if  connected  with  guaranteed  loans, 
advance  payments  or  progress  payments,  result  in  monetary  loss  to  the 
Government.  If  financial  crises  occur  in  the  course  of  a  contractor's 
production,  the  need  for  continued  production  may  make  guaranteed 
loans  or  advance  payments  imperative  for  continued  production,  even 
though  monetary  losses  may  be  likely. 
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32.173  Financial  Information  and  Analysis. 

(a)  The  necessity  for  financial  information  and  analysis  of  the 
financial  capability  of  contractors  vary  with  the  circumstances  of 
particular  cases.  Judgment  must  be  used  in  accumulating  and 
evaluating  data.  Financial  analysis  would  serve  little  useful  purpose 
when  providing  customary  progress  payments: 

(1)  for  contractors  who  are  known  from  experience  to  be  fairly 
relied  upon  to  perform  their  contracts  satisfactorily; 

(2)  for  contractors  who  are  in  a  satisfactory  financial 
condition  and  operating  profitably,  where  the  items  involved  are 

,  regularly  produced  by  the  contractor  and  the  contract  amounts  are 
within  the  normal  sales  volume  of  the  contractor.  In  such  cases,  the 
financial  evaluation  may  consist  of  scrutiny  of  the  contractor's 
balance  sheets  and  operating  statements.  In  doubtful  cases,  the 
financial  analysis  would  have  to  be  as  detailed  as  necessary  to  fit 
the  circumstances. 

(b)  Obtaining  and  analyzing  data  on  a  contractor's  financial 
capability  is  of  particular  importance  when: 

( 1 )  the  contractor  is  a  new  supplier, 

(2)  the  contractor  has  not  supplied  the  item  (or  a  similar  item) 
within  the  preceding  twelve  months, 

(3)  the  contractor  is  a  newly  organized  concern, 

(4)  the  contractor  is  on  a  list  requiring  pre-award  clearances 
or  special  clearance  prior  to  award, 

(5)  the  contractor  is  on  any  current  list  indicating  current  or 
post  contract  defaults  or  delinquencies, 

(6)  the  contractor  is  known  to  be  involved  in  performance 
difficulties  as  a  supplier  or  subcontractor  for  private  customers  on 
Government  or  commercial  work, 

(7)  the  contractor  is  listed  on  the  Consolidated  List  of 
Contractors  Indebted  to  the  Government  (Hold-Up  List),  or, 

(8)  there  are  any  facts  or  qircumstances  which  support 
reasonable  doubts  as  to  the  contractor's  financial  capability  to 
perform. 

32.174  Appropriate  Information.  The  kinds  of  information  and  data 
that  may  be  appropriate  in  particular  cases  are  outlined  below.  Only 
those  items  which  are  appropriate  to  a  particular  case  are  required. 
The  purpose  of  obtaining  this  data  is  to  gain  a  full  understanding  of 
the  propriety  and  reasonable  necessity  for  contract  financing,  for 
evaluation  of  a  contractor's  ability  to  perform  contracts  without  loss 
to  the  Government,  and  for  informed  judgment  related  to  terms, 
conditions  and  protective  provisions  that  may  be  appropriate  for  the 
protection  of  the  Government. 


DOD  FAR  SUPPLEMENT 

B-67 


6  JANUARY  1986 


32.1-4 


(a)  Balance  sheet  and  Income  statement  for  the  most  recent 
fiscal  year  prepared  and  certified  by  an  independent  public  accountant 
(including  his  comments,  if  any),  and,  if  available,  similar  financial 
data  for  the  two  previous  years;  latest  available  interim  balance 
sheet  and  income  statement  of  the  current  fiscal  year;  a  separate 
statement  of  amounts  of  defense  and  commercial  sales.  If  audited 
reports  are  not  available,  then  corresponding  statements  should  be 
submitted,  certified  by  an  authorized  officer,  partner,  or  individual 
proprietor  as  truly  and  fully  setting  forth  the  financial  condition 
and  operating  results  of  the  applicant;  if  a  proprietorship, 
partnership  or  joint  venture,  personal  financial  statements  of 
proprietor,  partners,  or  members  of  joint  venture  and  description  of 
individual  liabilities  of  partners  or  members  of  joint  venture  on 
contracts  of  partnership  or  joint  venture; 

(b)  Summary  history  of  contractor  and  its  principal  management 
personnel,  indicating  particularly  any  past  insolvencies  of  the 
contractor  or  a  predecessor  or  of  the  officers,  partners,  or 
proprietors;  also  a  description  of  its  products  or  services; 

(c)  Statement  of  all  affiliates  of  the  contractor,  showing 
financial  interests  of  the  contractor  in  affiliates  and  of  affiliates 
in  the  contractor,  and  also  mutual  officers,  directors  and  major 
stockholders  or  owners,  and  disclosing  character  and  amount  of 
business  transactions  with  affiliates  or  with  officers,  directors, 
major  stockholders  or  owners  of  the  contractor  or  its  affiliates; 
also,  if  a  corporation,  list  of  major  stockholders,  and  shares  held; 

(d)  Statement  of  compensation  payable  to  each  officer,  partner, 
proprietor,  and  principal  executive,  and  to  each  key  employee 
receiving  comparable  compensation,  including  bonus,  commission,  and 
profit-sharing  arrangements,  together  with  similar  data  for  the  past 
two  years;  also  past  and  projected  dividends,  unless  obtained  with  (a) 
above; 

(e)  Schedule  of  principal  contracts  and  orders  on  hand,  showing 
defense  orders  and  civilian  orders  separately,  and  showing  face 
amounts,  unfinished  amounts,  and  unliquidated  advance  or  progress 
payments,  and  also  indicating  bids  outstanding  and  contemplated  and 
explanation  concerning  contracts  under  negotiation; 

(f)  Cash  forecast,  showing  estimated  disbursements  and  receipts 
for  the  period  or  periods  involved  (see  32.174-1  and  32.174-2); 

(g)  Estimated  income  statements  and  estimated  balance  sheets 
(see  32.174-3); 

(h)  Comparison  of  past  financial  results  with  estimates 
previously  furnished  by  the  contractor; 

(i)  Credit  agency  ratings  of  the  contractor,  and,  when 
significant,  credit  agency  ratings  of  principal  subcontractors  and  of 
principal  business  customers  (defense  and  commercial)  of  the 
contractor; 
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(j)  Existing  and  contemplated  credit  or  financing  arrangements, 
names  of  parties  and  relationship,  if  any,  to  contractor,  amounts 
available  or  to  be  available,  periods  of  availability,  and  required  or 
contemplated  payments,  including  (1)  loans  and  credits,  (2)  advances 
and  progress  payments,  (3)  projected  equity  capital  increases, 

(4)  deferred  trade  credit,  if  any,  (5)  creditor  subordinations  or 
standbys,  and  (6)  mortgages,  liens,  pledges,  assignments,  conditional 
sales,  lease/purchases,  hypothecaticns ,  and  other  encumbrances  or 
security  arrangements,  both  existing  and  contemplated; 

(k)  Status  of  all  tax  accounts,  particularly  Federal  income, 
-excise,  and  withholding  taxes,  and  social  security  taxes  or 

contributions  (including  verification  with  Internal  Revenue  Service, 
when  appropriate)  with  special  attention  to  the  matter  of  Federal  tax 
delinquencies  (which  are  covered  by  the  lien  and  right  of  distraint 
and  levy  provided  by  Sections  6321  and  6331  of  the  Internal  Revenue 
Code) ; 

(l)  Appropriate  information,  explanation  and  schedules  to 
Indicate  (1)  leases,  deferred  purchased  arrangements,  and  patent  or 
royalty  arrangements,  outlining  terras  and  showing  relationship,  if 
any,  of  other  parties  to  the  contractor,  (2)  insurance  maintained  and 
to  be  maintained,  (3)  contemplated  capital  expenditures,  debt 
reduction  or  retirement,  and  acquisitions  of  capital  stock, 

(•O  delinquencies  on  contracts,  subcontracts  or  purchase  orders,  and 
status  thereof,  (5)  pending  or  anticipated  liability  for  contract 
price  refunds,  or  for  renegotiation,  or  for  other  Government  claims, 
(6)  anticipated  losses  on  contracts,  (7)  contingent  liabilities, 
including  those  on  endorsements,  guarantees,  warranties,  surety  bonds, 
and  material  litigation  pending  or  threatened,  (8)  aging  and 
collectibility  of  accounts  and  notes  receivable,  status  of  disputed 
receivables,  identification  of  any  amounts  included  in  receivables  but 
not  currently  due  and  payable,  (9)  obsolescence  of  inventory  and 
method  of  valuing  inventory,  (10)  aging  of  accounts  and  notes  payable, 
Identifying  major  creditors  and  interest  rates  and  other  charges,  if 
any,  and  status  of  significant  disputed  items,  (11)  adequacy  of 
reserves  for  depreciation,  (12)  analysis  of  surplus; 

(m)  Significant  ratios  such  as  (1)  inventory  to  annual  sales, 

(2)  inventory  to  current  assets,  (3)  liquid  assets  to  current  assets, 
(4)  liquid  assets  to  current  liabilities,  (5)  current  assets  to 
current  liabilities,  and  (6)  net  worth  to  debt; 

(n)  Comments  and  opinion  of  audit  agency  concerning  contractor's 
accounting  system  and  controls,  and  available  audit  agency  analysis  of 
important  elements  of  financial  statements  or  projections; 

(o)  Other  facts  that  may  be  appropriate  for  the  purposes  stated 
at  the  beginning  of  this  32.174. 
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32.174- 1  Cash  Plow  Forecast  and  Estimated  Financial  Statements.  In 
doubtful  cases,  an  estimated  cash  budget  (Cash  Flow  Forecast)  and 
related  estimated  income  statements  and  estimated  balance  sheet® 
prepared  by  the  contractor,  will  be  very  useful  for  the  ?’:r pose  of 
arriving  at  an  informed  judgement  as  to  the  cash  requirements  (both 
for  the  contract  and  for  the  contractor's  other  activities),  cash 
receipts  for  the  contract  period,  and  cash  or  credit  needed  to  supply 
any  excess  or  projected  expenditures  over  projected  receipts.  When 
considered  useful  or  necessary,  such  estimates  should  be  requested 
from  the  prospective  contractor,  analyzed  by  financial  personnel,  and 
discussed  to  the  extent  necessary  or  appropriate  with  the  prospective 
contractor.  Many  contractors  will  have  such  projects  readily 
available,  perhaps  not  including  estimated  balance  sheets.  The 
failure  of  the  contractor  to  have  prepared  such  estimates,  or 
resistance  to  their  preparation,  or  difficulties  and  delays  in 
preparation,  or  poor  quality  of  the  projections,  or  the  use  of 
unreasonable  or  unrealistic  assumptions  in  their  preparation,  may  well 
constitute  warning  signals  that  the  company's  planning  has  been 
insufficient  and  that  significant  financial  troubles  may  be 
encountered  during  the  contemplated  period  of  contract  performance. 

32.174- 2  Realistic  Assumptions.  Cash  forecasts  can,  of  course,  be  no 
more  reliable  and  representative  of  probable  financial  developments 
than  the  assumptions  on  which  these  forecasts  are  based.  Each  cash 
forecast  and  related  projection  should  disclose  the  important 
underlying  assumptions.  Most  important  of  these  assumptions  are  the— 

(1)  estimated  amounts  and  timing  of  purchases  of  materials, 
parts,  components,  subassemblies,  services,  and  payments  therefor; 

(2)  estimated  amounts  of  timing  of  purchases  of  machinery  and 
equipment,  other  production  or  test  facilities,  other  fixed  assets, 
and  purchases  or  production  of  special  tooling,  and  payments 
therefore; 

(3)  schedule  of  fixed  cash  charges,  such  as  debt  installments, 
interest,  rentals  and  taxes; 

(4)  projected  manufacturing  and  production  schedules; 

(5)  projected  shipments,  or  delivery  acceptances; 

(6)  estimated  amounts  and  timing  of  billings  to  customers 
(including  progress  payments),  and  customer  payments; 

(7)  estimated  amounts  and  timing  of  cash  receipts  from  lenders 
or  other  credit  sources,  and  liquidation  of  loans;  and 

(8)  estimated  amounts  and  timing  of  cash  receipts  from  other 
sources. 

The  assumptions  underlying  cash  forecast,  should  be  checked  for 
reasonableness  and  realism — with  the  contractor,  Government  personnel 
responsible  in  the  areas  of  engineering,  production  scheduling,  cost 
and  price  analysis,  and  with  others  (including  prospective  supply, 
subcontract,  and  loan  or  credit  sources)--as  may  be  prudent  in  the 
circumstances  of  the  case. 
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32.17*1-3  Estimated  Incone  Statements  and  Balance  Sheets.  The  cash 
budget  or  cash  forecast  does  not  show  anticipated  profit  or  loss,  and 
is  limited  to  the  forecast  of  movements  within  a  company’s  cash 
account.  The  concurrent  submission  of  an  estimated  income  statement 
covering  the  same  period  serves  to  tie  in  the  anticipated  cash 
transactions  with  the  estimated  sales  and  expense  activity,  and 
culminates  in  the  estimated  balance  sheet  position.  The  estimated 
income  statement  also  can  serve  as  a  guide  for  evaluating  the 
company’s  projections  with  respect  to  sales  volume,  cost  of  goods 
sold,  gross  profit  and  net  profit  in  relation  to  the  known  results  of 
past  performance. 

32.175  Interpretations.  It  is  important  that  these  regulations  and 
contract  clauses  be  applied  fairly  and  uniformly  for  all  contractors. 
When  a  serious  question  of  interpretation  or  application  of  these 
regulations  arises,  an  advance  opinion  should  be  obtained  from  the 
procurement  policy  office  at  the  headquarters  of  the  Department 
primarily  interested.  If  the  circumstances  do  not  reasonably  permit 
requesting  an  advance  opinion,  report  of  an  interpretation  made  should 
be  made  to  the  appropriate  Departmental  headquarters  procurement 
policy  office.  That  office  should  obtain  the  views  of  interested 
offices  of  the  other  Departments,  including  the  contract  financing 
offices  (32.108).  When  questions  submitted  are  considered  to  be  of 
importance  in  the  general  interest  of  uniformity  and  of  fair  and 
effective  administration  of  these  regulations,  appropriate  revision  of 
these  regulations  will  be  considered.  Changes  and  additions  to  these 
regulations  will  be  developed  by  the  Contract  Finance  Committee  (see 
32. 170-3(b)  and  32.171). 


DOD  FAR  SUPPLEMENT 


B-71 


6  JANUARY  1986 


32.3-1 


PART  32— CONTRACT  FINANCING 
SUBPART  32.3— LOAN  GUARANTEES  FOR  DEFENSE  PRODUCTION 


32.302  Authority. 

(a)  The  Department  of  the  Army,  the  Department  of  the  Navy,  the 
Department  of  the  Air  Force,  and  the  Defense  Logistics  Agency,  among 
others,  are  designated  as  "guaranteeing  agencies"  within  the 
Department  of  Defense. 

'  32. 301!  Procedures. 

32.304- 1  Application  for  Guarantee. 

(a)  Gu'ranteed  loans  will  be  used  primarily  for  working  captial 
purposes  and  not  for  facilities  expansion.  Guarantees  are  not 
precluded  where  a  relatively  small  portion  of  the  loan  might  be  used 
1  for  facilities  expansion  of  a  minor  or  incidental  nature,  provided 
that  the  contractor's  financial  condition  is  such  that  the  facilities 
expansion  will  not  impair  repayment  of  the  guaranteed  loan. 

32.304- 2  Certificate  of  Eligibility. 

(a)  Contracting  officers  are  expected  to  immediately  take 
appropriate  steps  for  the  determination  of  eligibility.  Their 
findings  and  report,  including  certificate  of  eligibility  where 
appropriate,  should  be  submitted  to  the  contract  financing  office 
within  the  guaranteeing  agency. 

(c)  The  Department  that  has  the  preponderance  of  interest  on  the 
basis  of  the  dollar  amount  of  unfilled  and  unpaid  balances  (without 
regard  to  the  existence  of  progress  payments  and  without  regard  to  the 
issuance  or  nonissuance  of  certificates  of  eligibility  on  particular 
contracts)  on  contracts  and  subcontracts  will  be  the  guaranteeing 
agency.  Contracts  with  advance  payments  will  be  included  only  if  the 
guaranteed  loan  will  liquidate  the  advance  payment.  Service 
procurement  contracts  are  deemed  those  of  the  purchasing  department. 

If  the  application  is  approved  and  a  guarantee  agreement  is  executed, 
the  guaranteeing  agency  will  bear  all  losses  and  expenses  and  receive 
all  revenues  under  the  guarantee.  In  exceptional  cases,  one 
Department  may  act  for  others  through  a  sharing  arrangement.  If 
preponderance  of  interest  should  shift  to  another  Department  during 
the  guaranteed  loan  period,  actions  on  requests  for  increases  in 
amount  or  extension  of  maturity  will  ordinarily  be  taken  by  the 
Department  with  the  current  preponderance  of  interest.  However,  the 
new  guarantee  should  simply  replace  the  former  guarantee  so  as  not  to 
disturb  or  impair  any  security  for  the  existing  loan.  The  existing 
loan  agreement  and  collateral  security  instruments  should  be 
appropriately  revised.  The  contract  financing  office  of  the 
Department  which  authorized  the  existing  guaranteed  loan  will  transfer 
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the  file  to  the  contract  financing  office  of  the  Department  with  the 
current  preponderance  of  Interest.  If  the  loan  is  in  distress  with 
foreseeable  losses,  and  the  purpose  of  the  request  is  for  the  purpose 
of  orderly  liquidation  of  the  loan  to  reduce  the  amount  of  the  loss, 
the  Department  which  guaranteed  the  loan  will  take  action. 

32.304-70  Guaranteed  Loans  for  an  Extended  Period  of  Tian.  It  is  not 
the  policy  of  the  Department  of  Defense  to  continue  furnishing 
assistance  in  the  form  of  guaranteed  loans  over  an  extended  period  of 
time  unless  it  is  reasonably  necesary  to  obtain  required  products. 


DOD  FAR  SUPPLEMENT 


B-73. 


6  JANUARY  1986 


32.4-1 


PART  32 — CONTRACT  FINANCING 
SUBPART  32.4— ADVANCE  PAYMENTS 


32.404  Exclusions. 

(a)(9)  In  accordance  with  10  U.S.C.  503,  FAR  Subpart  32.4  does 
not  apply  to  advance  payments  for  advertising  for  military  recruitment 
in  high  school  and  college  publications  not  to  exceed  $500  under  any 
single  contract. 

32.409  Contracting  Officer  Action. 

32.409-1  Recommendation  for  Approval.  The  departmental  contract 
financing  office  (see  32.108)  shall  prepare  the  documents  required  by 
FAR  32.409-1 (e)4( f) .  This  is  necessary  to  assure  uniform  application 
of  this  subpart  as  required  by  FAR  32.402(e)(1). 

32.410  Findings,  Determination,  and  Authorization. 

(a)  Modifications  to  incorporate  special  facts  and  circumstances 
are  permitted. 

(b)  In  cases  where  the  procedure  for  advance  payments  without  a 
special  bank  account  is  to  be  used  in  accordance  with  32.470,  insert 
the  following  paragraph  instead  of  paragraph  (a)(4)  of  the  Findings, 
Determination,  and  Authorization  for  Advance  Payments  at  FAR  32.410. 

"(4)  The  proposed  advance  payment  clause  contains 
appropriate  provisions  for  the  protection  of  the 
Government,  as  security  for  advance  payments.  These 
include  provisions  that  the  outstanding  advance 
payments  will  be  liquidated  from  cost  reimbursements  as 
they  become  due  the  contractor.  Such  security  is 
deemed  to  be  adequate." 

32.412  Contract  Clause. 

(70)  The  contracting  office  shall  insert  the  clause  at 

52.232- 7001,  Advance  Payments  Pool,  in  any  contract  that  will  be 
subject  to  the  terms  of  an  advance  payment  pool  agreement  with  a 
nonprofit  educational  or  research  and  development  institution. 

Normally  this  will  include  all  cost  reimbursement  type  contracts  with 
the  particular  institution. 

(71)  The  contracting  office  shall  insert  the  clause  at 

52.232- 7002,  Disposition  of  Payment,  in  contracts  when  the  payments 
under  the  contract  are  to  be  made  by  a  disbursing  office  other  than 
the  disbursing  office  designated  in  the  advance  payment  pool 
agreement. 

32.470  Procedure  for  Advance  Payments  to  Nonprofit  Educational  and 
Research  and  Development  Institutions  Without  a  Special  Bank  Account. 

In  view  of  the  nonprofit  position  of  educational  and  certain 
research  institutions  and  the  Government  objective  of  strengthening  ' 
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the  research  capabilities  of  these  institutions,  interest-free  advance 
payments  in  reasonable  amounts  may  be  authorized,  when  prudent  and 
practical,  to  finance  experimental,  research  and  development 
contracts.  The  advance  payments  may  be  periodically  made  directly  to 
the  institutions  without  the  use  of  either  a  special  bank  account  or 
letter  of  credit  under  the  procedure  described  below: 

(a)  The  contracting  officer  shall  advise  the  departmental 
contract  financing  office  upon  the  award  of  any  cost-type  contract  to 
an  institution  with  an  advance  payment  pool  arrangement  (see  32.471). 

(b)  The  agreement  set  forth  at  32.47 2  will  be  used.  These 
arrangements  will  allow  advance  payments  directly  to  the  contractor  to 
meet  its  contractual  cash  needs  for  the  shortest  practical  periods  of 
time  to  cover  contract  performance.  The  contractor  shall  periodically 
determine  its  cash  requirements  for  oontraot(s)  performance  and  submit 
requests  for  advance  payments,  in  an  acceptable  format  with  supporting 
information  as  prescribed  by  the  administering  office,  to  the 
designated  approving  official  who  shall  determine  the  necessity  for 
the  advance  payment.  If  the  approving  bfficial  concurs  with  the 
amount  of  advance  payment  requested  by  the  contractor,  the  request 
will  be  promptly  approved  and  forwarded  to  the  designated  disbursing 
office  for  payment.  In  the  event  that  the  approving  official 
determines  that  the  amount  of  advance  payments  requested  for  the 
specified  period  is  in  excess  of  the  needs,  the  request  will  be 
approved  and  forwarded  to  the  disbursing  office  for  payment  of  only 
the  amount  needed.  The  approving  official  shall  act  promptly,  in 
accordance  with  the  contract  or  pool  agreement  terms  and  departmental 
procedures,  to  resolve  any  disagreement  on  the  unapproved  portion  of 
the  request. 

(c)  The  contractor  shall  submit  cost  reimbursement  vouchers  on  a 
monthly  basis  for  the  contract(s)  being  financed  by  advance  payments 
to  the  disbursing  office  designated  in  the  contract.  The  proceeds 
from  the  payments  that  would  otherwise  be  due  the  contractor  shall  be 
applied  in  liquidation  of  the  outstanding  advance  payments.  If  the 
proceeds  exceed  the  outstanding  advance  payments,  the  remaining 
balance  shall  be  paid  to  the  contractor. 

(d)  The  advance  payments  shall  be  requested,  approved,  and  paid 
based  on  estimates.  There  may  be  a  variance  between  the  contractor's 
estimated  and  actual  cash  requirements  for  each  period.  These 
variances  represent  over-or-under  financing  by  the  Government  and 
could  become  significant.  Consequently,  these  variances  must  be 
identified  and  taken  into  consideration  with  each  new  request  for  an 
advance  payment.  This  is  a  Joint  responsibility  of  the  contractor  and 
the  approving  official. 

32.471  Pooled  Advance  Payments. 

An  advance  payment  pool  arrangement*  is  an  instrument  for 
conveniently  financing  the  performance  of  more  than  one  contract,  held 
by  a  single  contractor.  The  agreement  is  separate  from  the  contracts 
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financed  under  it.  It  is  especially  convenient  for  the  financing  of 
cost-type  contracts  with  nonprofit  educational  or  research 
institutions  for  experimental,  or  research  and  development  work,  when 
several  contracts  or  a  series  of  contracts  require  financing  by 
advance  payments.  When  advance  payments  are  appropriate,  pooled 
advance  payments  may  also  be  used  to  finance  performance  of  other 
types  of  contracts  held  by  a  single  contractor.  They  may  be 
established  without  regard  to  the  number  of  appropriations  involved, 
and  regardless  of  the  fact  that  contracts  affected  may  be  those  of 
more  than  one  DoD  purchasing  office,  DoD  procuring  activity,  or 
■  Military  Department.  If  more  convenient  or  otherwise  preferable, 
there  also  may  be  more  than  one  advance  payment  pool  agreement  in 
force  at  the  same  time  with  a  single  contractor,  designed  separately 
to  finance  contracts  of  the  Military  Departments  respectively 
concerned,  or  of  one  or  more  DoD  procuring  activities  respectively. 
Advance  payment  pool  agreements  may  be  established  under  the  statutes 
mentioned  in  FAR  32.401  and  will  be  in  accordance  with  the  procedure 
that  follows  for  arrangements  with  nonprofit  institutions.  Advance 
payment  pool  arrangements  with  other  than  nonprofit  organizations 
shall  be  in  accordance  with  the  specific  directions  of  the 
departmental  contract  financing  office. 

32.471- 1  Distinction  Between  Pool  Contracts  and  Designated  Pool 
Contracts. 

An  advance  payment  pool  agreement  may  cover  a  broad  area  of  a 
contractor's  financial  needs  rather  than  piecemeal  segments  related  to 
separate  contracts.  A  pool  agreement  is  based  upon  the  contractor's 
financing  requirements  for  a  group  of  DoD  contracts  to  be  performed  at 
the  same  time.  The  monetary  requirements  for  the  group  of  contracts 
are  considered  in  fixing  the  maximum  dollar  amount  for  the  advance 
payment  pool  agreement.  Advances  are  normally  not  made  on  each 
separate  contract,  but  can  be  made  on  and  charged  against  one  or  more 
contracts,  so  as  to  supply  the  monetary  requirements  of  smaller 
contracts  included  in  the  advance  payment  pool.  A  contract  to  which 
the  advance  payments  are  charged  is  called  a  "designated  pool 
contract."  All  other  contracts  financed  by  the  pool  agreement  are 
called  "pool  contracts." 

32.471- 2  Advance  Payment  Pool  Agreement  -  Special  Features. 

The  principal  features  distinguishing  an  advance  payment  pool 
agreement  from  an  advance  payment  provision  affecting  only  a  single 
contract  are: 

(a)  The  advance  payment  pool  agreement  specifies  one  or  more 
designated  pool  contracts,  and  provides  for  substitution  from  time  to 
time  of  new  or  different  contracts  as  the  designated  pool  contract(s); 
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(c)  The  advance  payment  pool  agreement  defines  the  contracts 
included  as  pool  contracts,  and  provides  for  inclusion  of  them  as  they 
are  -awarded; 

(d)  All  payments  under  the  pool  contracts  and  designated  pool 
contracts  are  made  into  a  special  bank  account,  except  where  the 
procedure  for ‘advance  payments  without  a  special  bank  account  is  to  be 
used  in  accordance  with  32.409-3  and  32.470.  Where  a  special  bank 
account  is  not  used,  payments  otherwise  due  the  contractor  are  applied 
in  liquidation  of  the  outstanding  advance  payments;  and 

(e)  The  appropriate  provisions  of  the  advance  payment  clause  are 
made  applicable  to  all  pool  contracts,  including  the  designated  pool 
contracts. 

32.471- 3  Liquidation  -  Designated  Pool  Contracts  -  Administering 
Office. 

It  is  imperative  for  each  advance  payment  pool  that  effective 
arrangements  be  made  to  ensure  that  the  advances  outstanding  do  not 
exceed  the  amount  authorized  in  the  advance  payment  pool  agreement  and 
that  timely  liquidation  is  accomplished.  For  each  pool  agreement, 
there  shall  be  a  single  administering  office,  and  to  the  extent 
possible,  there  should  be  a  single  disbursing  office  for  all  of  the 
contracts  in  the  pool,  especially  those  contracts  which  are  designated 
pool  contracts. 

32.471- 4  Advance  Payment  Pool  -  Understandings. 

Advance  payment  pools  including  contracts  of  more  than  one 
Military  Department  require  approval  from  the  contract  financing 
office  of  each  department  concerned.  The  following  guidance  is 
provided : 

(a)  Requests  to  establish  an  advance  payment  pool  agreement  may 
be  initiated  by  the  contractor,  the  contracting  officer,  chief  of  a 
procuring  activity,  or  at  Departmental  headquarters. 

(b)  When  the  advance  payment  pool  includes  contracts  of  more 
than  one  Military  Department,  the  authorizing  Department  should  be  the 
one  having  a  preponderant  Interest  in  the  contractor's  unfinished 
contracts.  The  Military  Department  with  the  preponderant  interest  is 
the  Department  with  the  largest  dollar  value  of  the  contractor's 
unfinished  contracts.  Possible  exceptions  to  the  preponderance 
principle  are  cases  in  which  it  would  be  more  convenient  to  use  a 
relatively  large  long-term  contract  of  a  nonpreponderant  Department  as 
the  designated  pool  contract,  or  where  it  is  reasonably  expected  that 
preponderance  will  shift  during  the  term  of  the  advance  payment  pool 
agreement. 

(c)  Situations  may  occur  in  which  the  remaining  payments 
available  on  pool  contracts  are  not  sufficient  to  liquidate  the 
outstanding  advance.  These  circumstances  will  not  affect  the  normal 
practice  of  offsetting  mutual  debits  and  credits.  If  there  is  only  one 
open  designated  pool  contract,  the  entire  advance  payment  loss  should 


DOD  PAR  SUPPLEMENT 


s'- 

% 


B-77 


6  JANUARY  1986 


32.4-5 


fall  on  that  contract.  If  there  is  more  than  one  open  designated  pool 
contract  on  which  advance  payments  remain  outstanding  after  adjustment 
for  debits  and  credits  under  each  separate  contract,  the  advance 
payment  loss  (insofar  as  contracts  of  two  or  more  Military  Departments 
are  involved)  will  fall  on  all  of  those  designated  pool  contracts,  in 
proportion  to  the  contract  prices  of  the  designated  pool  contracts. 

(d)  Normally,  records  will  not  be  maintained  to  show  separately 
the  amount  of  advance  payments  invested  in  each  one  of  the  separate 
contracts.  The  keeping  of  such  records  is  unnecessary,  and  would  not 
be  consistent  with  the  purposes  of  advance  payment  pools. 

32.472  Agreement  for  Advance  Payments  Without  Special  Bank  Account. 

An  agreement  with  a  nonprofit  educational  or  research  and 
development  institution  for  pooled  advance  payments  without  a  special 
bank  account  is  constructed  by  making  the  following  changes  to  the 
Advance  Payments  clause  at  52.232-12. 

(a)  Change  the  clause  title  to  "Advance  Payment  Pool  Agreement 
Without  Special  Bank  Account." 

(b)  Throughout  the  clause  text:  Change  all  occurrences  of  the 
word  "contract"  to  "agreement." 

(c)  Add  the  following  preamble  immediately  below  the  title: 

"This  agreement  is  entered  into  this  _  day  of _ , 

19 _  between  the  United  States  of  America  (the  government), 

represented  by _ ,  and 


(insert  institution  name  and  appropriate  identification  information) 
(hereinafter  referred  to  as  the  "contractor")." 

(d)  In  paragraph  "(a)(2),"  in  the  blank  space  left  for  the 
amount,  Insert  the  following: 

".  .  .  the  amount  stated  in  the  Designations  and  Determinations 

paragraph  hereof  or  the  aggregate  of  the  total  unpaid  designated  pool 
contracts'  prices,  whichever  is  less." 

(e)  Delete  paragraph  (b)  and  insert  the  following: 

"(b)  Amount  of  Advance  Payments. 

(1)  The  Contractor  shall  determine  the  estimated  amount  of 
advance  payment(s)  necessary  to  meet  the  requirements  of  paragraph  (c) 
herein  entitled  "Use  of  Funds"  to  cover  performance  of  the  pool 
contract(s).  This  determination  shall  be  pursuant  to  written 
instructions  provided  by  the  Administering  Office  (see  Designations 
and  Determinations  paragraph  herein)  relative  to  the  (i)  shortest 
practical  period  for  which  advance  payments  will  be  provided, 

(il)  format  and  frequency  of  requests  for  advance  payments,  and 
(iii)  data  required  in  support  of  each  request.  The  estimate  shall  be 
adjusted  for  the  amount  by  which  actual  cash  expenditures  for  prior 
period  performance  of  the  pool  contract(s)  exceeded  or  was  less  than 
the  advance  payments  provided  for  such  performance.  The  Contractor  • 
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shall  submit  its  estimate  and  supporting  data  in  a  request  for 
advance  payraent(s)  to  the  Approving  Official  designated  in  writing  by 
the  Administering  Office  for  advance  payments.  The  request  should  be 
submitted  sufficiently  early  to  permit  review,  approval-,  and 
disbursement  of  the  required  advance  payment(s)  by  the  time  the  funds 
are  actually  needed  by  the  Contractor. 

(2)  The  Approving  Official  will  review  the  Contractor's  advance 
payment  requirements  to  determine  the  reasonableness  thereof,  and  if 
concurrence  is  given,  the  request  will  be  approved  and  the  Disbursing 
Office  designated  (see  Designations  and  Determinations  paragraph 
herein)  will  be  notified  by  the  Approving  Official  to  make  payment. 

If  the  Approving  Official  determines  that  the  advance  payment 
requested  by  the  Contractor  is  in  excess  of  cash  requirements  for 
performance  of  the  pool  contracts  during  the  specified  period  of  time, 
the  Approving  Official  will  approve  an  amount  based  on  such 
determination  and  notify  the  Disbursing  Office  of  the  reduced  amount. 
Upon  any  such  reduction,  the  Approving  Official  will  immediately 
notify  the  Administering  Office  for  this  advance  payment  pool 
agreement  in  writing,  with  a  copy  to  the  Contractor,  of  the  amount 
requested,  the  amount  approved,  and  the  reasons  for  reduction.  The 
Administering  Office  will  determine  whether  additional  funds  will  be 
advanced  to  the  Contractor. 

(3)  Upon  notification  of  the  approved  request,  the  Disbursing 
Office  will  draw  a  Treasury  check  payable  to  the  Contractor  for  the 
amount  authorized  by  the  Approving  Official  and  mail  such  check  to  the 
Contractor  in  time  to  be  received  on  or  about  the  date  the  funds  are 
required  for  contract  performance." 

( f )  Delete  paragraph  (c)  and  insert  the  following: 

"(c)  Use  of  Funds.  Advance  payments  hereunder  are  to  be  used  by 
the  Contractor  solely  for  the  purpose  of  making  payments  for  direct 
materials,  direct  labor,  and  administrative  and  overhead  expenses 
allowable  in  accordance  with  the  provisions  of  the  pool  contracts,  or 
for  the  purpose  of  reimbursing  the  Contractor  for  such  payments.  Any 
interpretation  required  as  to  the  proper  use  of  fund3  shall  be  made  in 
writing  by  the  Administering  Office." 

(g)  Delete  the  last  sentence  of  paragraph  (d). 

(h)  Delete  paragraph  (e)  and  insert  the  following: 

"(e)  Liquidation.  The  contractor  will  submit  monthly  cost 
reimbursement  vouchers  in  accordance  with  the  payment  provisions  of 
the  pool  contracts.  The  Government  shall  withhold  payments  of  such 
vouchers  due  the  Contractor  and  apply  the  amounts  withheld  against  the 
Contractor's  obligation  to  repay  advance  payments  made  hereunder  and 
Interest  charges  thereon  until  such  advance  payments  and  interest 
charges  shall  have  been  fully  liquidated.  Upon  completion  or 
termination  of  the  advance  payment  pool  agreement,  the  balance  of 
liquidated  advance  payments  shall  be  deducted  from  any  amount 
otherwise  due  or  which  may  become  due  to  the  Contractor  from  the 
Government,  and  any  deficiency  shall  be  paid  by  the  Contractor  to  the 
Government  upon  demand." 
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(i)  Add  the  following  to  the  last  sentence  of  paragraph  (f)(2): 

".  .  .  except  as  provided  in  the  Liquidation  and  Default 

paragraphs  herein." 

(j)  Add  the  following  sentence  at  the  end  of  paragraph  (f)(2): 

"If  interest  is  required,  the  interest  will  be  calculated  in 

accordance  with  paragraph  (f)  herein." 

(k)  Delete  from  paragraph  (f)(3): 

".  .  .  the  higher  of  (i)  the  published  prime  rate  of  the  banking 
institution  (depository)  in  which  the  special  bank  account  is 
established  or  (ii)  ..." 

(l)  Delete  paragraphs  (g)  and  (h). 

(m)  Change  paragraph  letters  (i)  through  (p)  to  (g)  through  (n). 

(n)  Delete  old  paragraph  (m)  and  insert  the  following: 

"(k)  Information  and  Access  to  Records.  The  Contractor  shall 
furnish  to  the  administering  office  (1)  monthly  or  at  other  intervals 
as  required,  signed  or  certified  balance  sheets  and  profit  and  loss 
statements  together;  and  (2)  if  requested,  other  information 
concerning  the  operation  of  the  Contractor's  business.  The  Contractor 
shall  provide  the  authorized  Government  representatives  proper 
facilities  for  inspection  of  the  Contractor's  books,  records,  and 
accounts. " 

(o)  Add  the  following  new  paragraphs: 

"(o)  Designations  and  Determinations: 

(1)  Amount.  The  amount  of  advance  payments  at  any  time 

outstanding  shall  not  exceed  $ _  or  the  aggregate  of  the  total 

undisbursed  obligation  of  the  designated  pool  contract,  whichever  is 
less. 

(2)  Administering  Office.  The  office  administering  advance 

payments: _ . 

(3)  Disbursing  Office.  The  office  making  advance  payments  under 

this  Agreement: _ . 

(*0  Approving  Office.  The  approving  office  shall  be  _ _ 

If 

^  m 

(p)  Limiting  Date.  Advance,  payments  made  hereunder  are  to 
finance  all  pool  contracts  subject  to  this  Agreement,  including 
amendments  issued  thereunder  which  result  in  increasing  the  contract 

price,  that  are  executed  on  or  before  _ 

(insert  a  date,  normally  not  more  than  two  years  in  the  future)." 

(p)  Add  the  following  at  the  conclusion  of  the  agreement: 

"Signatures  and  official  titles: 

For  the  Contractor: 

_ ( name ) 

_ (title) 

_  _  (date) 


For  the  United  States: 

_ (name) 

_ (title) 

_ (date)" 


DOD  FAR  SUPPLEMENT 


162-763  0-86-23 


B-80 


6  JANUARY  1986 


32.5-1 


PART  32-CONTRACT  FINANCING 
SUBPART  32.5— PROGRESS  PAYMENTS  BASED  ON  COSTS 


32.501  General. 

32.501- 1  Customary  Progress  Payment  Rates. 

(a)  The  customary  progress  payment  rate  applicable  to  Foreign 
Military  Sales  requirements  is  95$  for  other  than  small  businesses, 
and  100$  for  small  businesses.  The  customary  progress  payment  rate 
for  flexible  progress  payments  is  the  rate  determined  by  use  of  the 
CASH  II  computer  program  in  accordance  with  the  requirements  of 

32. 502- 1(71).  Except  for  contracts  which  contain  both  U.S.  and  FMS 
requirements,  no  more  than  one  progress  payment  rate  or  liquidation 
rate  is  applicable  to  a  contract  at  any  point  in  time. 


do  •<-  i  1 


32.501-2  Unusual  Progress  Payments. 

(a)  Contracting  officers  shall  not  modify  contracts  to  authorize 
unliquidated  unusual  progress  payments  in  excess  of  $25,000,000 
without  the  prior  written  consent  of  the  Office  of  The  Assistant 
Secretary  of  Defense  (Acquisition  and  Logistics).  All  other  unusual 
progress  payment  provisions  shall  be  coordinated  by  the  departmental 
contract  financing  office,  with  the  Department  of  Defense  Contract 
Finance  Committee. 


32.501-3  Contract  Price. 

(b)  For  purposes  of  making  progress  payments,  the  contract  price 
may  exceed  the  funds  obligated  under  the  contract  if  the  contract 
contains  an  appropriate  limitation  of  funds  clause.  In  such  cases, 
the  progress  payments  shall  be  limited  to  the  lesser  of  the  applicable 
percentage  of  the  contract  price,  or  100$  of  the  funds  obligated. 


32.502  Preaward  Matters. 


32.502-1  Use  of  Customary  Progress  Payments.  0^^ 

(70)  Customary  FMS  Progress  Payments. 

(1)  FMS  progress  payments  3hall  be  applicable  to  Department  of  \  1 

Defense  acquisitions  on  behalf  of  foreign  governments  or  international^ 
organizations  pursuant  to  Section  22  of  the  Arms  Export  Control  Act 

FMS  progress  payments  are  not  applicable  to: 

Acquisitions  for  replenishment  of  U.S.  Government 
and 

(ii)  Acquisitions  made  under  DoD  cooperative  logistic  support 
arrangements. 

(71)  Customary  Flexible  Progress  Payments. 

(1)  Paying  progress  payments  assists  in  financing  a  contractor's 
performance  and  reduces  the  contractor's  investment  in  its  work  in 


(FMS  requirements) . 

(2) 

(i) 

inventories  or  stocks, 
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process  inventory.  The  actual  investment  held  by  a  contractor  in  work 
in  process  inventory  is  influenced  by  a  number  of  factors  in  addition 
to. progress  payments,  such  as  delivery  schedules,  cash  management 
practices,  and  Government  payment  practices.  Progress  payment  amounts 
that  are  determined  by  using  uniform,  standard  progress  payment  rates 
(i.e.,  9051  or  95$)  are  insensitive  to  these  other  factors  influencing 
investment  and,  as  a  consequence,  result  in  investments  by  contractors 
in  work  in  process  inventory  that  vary  among  contractors  and  across 
contracts;  on  the  other  hand,  flexible  progress  payment  rates 
(expressed  as  a  percentage  that  will  be  applied  to  costs  to  determine 
the  amount  payable  as  a  progress  payment  in  the  3ame  manner  as 
uniform,  standard  progress  payment  rates)  are  designed  to  tailor  more 
closely  the  progress  payment  rate  to  the  cash  needs  for  financing 
performance  of  a  particular  contractor  for  a  given  contract. 

(2)  For  flexible  progress  payments,  cash  needs  are  measured  and 
projected  in  relation  to  investment  underlying  the  work  in  process 
inventory  over  the  life  of  the  contract.  Total  investment  is  measured 
by  a  weighted  average  of  total  costs  paid  by  the  contractor  to 
complete  performance  of  the  contract,  and  the  contractor's  investment 
is  the  weighted  average  of  the  amount  not  paid  by  the  Government.  The 
Department  of  Defense  (DoD),  as  a  matter  of  policy,  has  concluded  that 
a  contractor  should  retain  at  least  a  5$  investment  in  work  in  process 
inventory  over  the  life  of  the  contract.  Accordingly,  the  DoD  will 
make  progress  payments  at  a  rate  (expressed  as  a  whole  number)  that  is 
the  highest  rate  which  yields  a  corresponding  investment  by  the 
contractor  in  work  in  process  inventory  of  not  less  than  5$.  This 
progress  payment  rate  is  to  be  determined  by  the  DoD  Cash  Flow 
Computer  Model.  In  no  event  will  the  progress  payment  rate  be  greater 
than  100$,  or  less  than  the  uniform,  standard  progress  payment  rate 
that  would  have  been  applied  to  the  contract  absent  flexible  progress- 
payments. 

(3)  Contracting  officers  shall  use  a  flexible  progress  payment 
rate  in  lieu  of  the  uniform  standard  rates  if: 

(i)  The  contractor  requests  the  use  of  flexible  progress 
payments  rates, 

(ii)  The  contractor  agrees  to  the  requirements  of  this  section, 

and 

(iii)  The  criteria  in  paragraph  (5)  below  are  met. 

(Jl)  The  flexible  progress  payment  rate  shall  be  determined 
through  application  of  the  DoD  Cash  Flow  Computer  Model,  available  to 
contracting  officers  on  the  COPPER  IMPACT  computer  time  sharing 
network  under  the  computer  file  name  "CASH  II."  The  model  takes  into 
account  key  cash  flow  factors,  such  as  contract  cost  profile,  delivery 
schedules,  subcontractor  progress  payments,  liquidation  rates,  and 
payment/reimbursement  cycles.  Operating  instructions  and  cash  flow 
data  requirements  are  retrievable  within  the  model  in  a  conversational 
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mode.  Contractors  may  obtain  copies  of  the  DoD  Cash  Flow  Computer 
Model  User's  Guide  from  the  Defense  Technical  Information  Center, 
Building  5,  Cameron  Station,  Alexandria,  VA  22314.  Contracting 
officers  shall  not  grant  contractor  access  to  Government  leased  COPPER 
IMPACT  time  sharing  computer  network. 

(5)  Contractors  who  submit  certified  cost  or  pricing  data,  as 
defined  in  FAR  15.804-2,  for  negotiated  fixed-price  contracts  in 
excess  of  $1  million  may  request  flexible  progress  payments.  Formally 
advertised  contracts  are  not  eligible  for  flexible  progress  payments. 
Flexible  progress  payments  are  not  available  for  contracts  awarded  and 
performed  entirely  outside  of  the  United  States,  its  possessions  and 
territories. 

(6)  Contractors  will  furnish  to  the  contracting  officer  cash 
flow  data  in  the  form  and  context  specified  by  the  DoD  Cash  Flow 
Computer  Model.  These  data  include:  actual  and  projected  incurred 
cost  broken  down  by  element  of  cost  and  by  month  for  the  duration  of 
the  contract,  float  times  for  each  element  of  cost,  progress  payment 
receipts  and  delivery  payment  receipts  and  associated  contract  prices 
and  profit  percentage.  Contracting  officers  will  verify  the  cash  flow 
data  in  accordance  with  normal  procedures  used  to  verify  contractor 
cost  and  pricing  data.  Administrative  contracting  officers  are 
encouraged  to  establish  advance  agreements  at  contractor  locations  for 
float  and  payment  lag  which  are  common  to  several  contracts.  Such 
agreements  should  be  established  when  administratively  practical. 

(7)  A  redeterraination  of  the  flexible  progress  payment  rate 
shall  be  made  upon  the  request  of  the  Government  or  contractor  if 
measurement  of  the  contractor's  cumulative  investment  in  work  in 
process  inventory  using  actual  and  projected  ca3h  flow  data  indicates 
an  investment  level  above  7%  or  below  3% •  The  cash  flow  computer 
model  is  designed  to  generate  a  progress  payment  rate  that  yields  a 
target  investment  of  5%,  based  on  a  weighted  average.  Accordingly, 
there  should  normally  be  no  need  to  request  actual  and  projected 
contract  cash  flow  data  unless  delivery  schedules  are  revised, 
Government  progress  payment  lag  times  are  substantially  changed  from 
those  used  in  the  establisherant  of  the  progress  payment  rate,  or 
substantial  new  work  (e.g.,  option)  is  added  to  the  contract. 

(8)  As  noted  in  FAR  32.504,  the  standards  for  progress  payments 
to  subcontractors  ought  to  be  the  same  as  those  applicable  to  prime 
contractors.  Accordingly,  subcontractors  who  request  a  flexible 
progress  payment  rate,  meet  the  criteria  in  paragraph  (5)  above  and 
agree  to  the  requirements  of  this  section  are  to  receive  a  flexible 
progress  payment  rate.  The  subcontract  flexible  progress  payment  rate 
will  be  determined  by  the  prime  contractor  without  regard  to  the 
progress  payment  rate  in  the  prime  contract.  The  DoD  Cash  Flow 
Computer  Model  and  associated  procedures  will  be  used  by  the  prime 
contractor  and  a  reasonable  review  of  the  cash  flow  data  provided  by 
the  subcontractor  will  be  made. 
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(9)  When  flexible  progress  payments  are  contemplated  for  use  on 
a  definitive  contract  superseding  a  letter  contract  or  an  unpriced  BOA 
order,  the  applicable  standard  progress  payment  clause  at  FAR 

52.232-16  shall  be  used  until  definitization. 


32.502-2  Contract  Finance  Office  Clearance.  Deviation  from  the 
Progress  Payment  clause,  policy  and  procedures  prescribed  in  FAR 
Part  32  and  this  Supplement  shall  be  authorized  only  by  the  Office  of 
The  Assistant  Secretary  of  Defense  (Acquisition  and  Logistics)  in 
accordance  with  32.171. 


32.502-4  Contract  Clauses. 

(70)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 7003,  Progress  Payments  for  Foreign  Military  Sales 
Acquisitions,  in  any  contract  that  provides  for  progress  payments 
contains  FMS  requirements. 

(71)  The  contracting  officer  shall  insert  the  clause  at 

52.232- 7004,  Flexible  Progress  Payments,  when  a  flexible  progress 
payment  rate  is  used  in  the  contract. 


on  ft 

and 

l  I 


32.503  Postaward  Matters. 


32.503- 1  Contractor  Requests.  Subject  to  the  specific  requirements 
of  agency  procedures,  contractor  requests  for  progress  payments  may  be 
submitted  by  computer  generated  equivalents  of  the  Standard  Form  1443. 

32.503- 6  Suspension  or  Reduction  of  Payments. 

(g)  Loss  Contracts. 

(70)  Loss  Ratio  Adjustment  Procedures.  The  following  procedures 
shall  be  followed  whenever  the  adjustments  required  by  FAR  32.503-6(f) 
and  (g)  are  made; 

(i)  Except  as  provided  in  paragraph  (ii)  below,  the  loss  ratio 
adjustment  shall  be  calculated  by  the  contracting  officer  using  the 
procedures  in  FAR  32.503-6(g)  by  preparation  of  a  supplementary 
analysis  to  the  contractor's  request  for  progress  payments; 

(ii)  The  Contractor  may  be  requested  to  prepare  the  supplementary 
analysis  as  an  attachment  to  the  progress  payment  request,  when  the 
contracting  officer  determines,  after  a  review,  that  the  contractor's 
methods  of  estimating  the  Costs  to  Complete  are  reliable,  accurate, 
and  not  susceptible  to  improper  influences,  prejudicial  to  the 
Government's  interests;  and 

(iii)  In  order  to  maintain  an  audit  trail,  and  permit  verification 
of  calculations,  the  loss  ratio  adjustment  shall  not  be  made  by 
alteration  or  replacement  of  the  data  on  the  contractor's  original 
request  for  progress  payment  (SF  1443  or  computer  generated 
equivalent). 
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PART  32 — CONTRACT  FINANCING 
SUBPART  32.6— CONTRACT  DEBTS 


32.600  Scope.  This  subpart  provides  additional  guidance  for  the 
collection  of  contract  debts,  the  charging  of  interest  thereon,  the 
deferral  of  payments,  the  compromise  and  termination  of  claims,  and 
the  reporting  of  contractor  bankruptcies. 

32.601  Definition.  Unless  otherwise  indicated  in  this  subpart,  the 
contract  financing  office  within  each  military  department  and  DLA  is 
the  "responsible  official"  for  purposes  of  FAR  Subpart  32.6. 

32.605  Responsibilities  and  Cooperation  among  Government  Officials. 

(b)  A  disbursing  officer  has  primary  responsibility  for 
determining  the  amount  and  collection  of  contract  debt  whenever 
overpayments  or  erroneous  payments  have  been  made.  The  disbursing 
officer  also  has  such  primary  responsibility  when  the  amounts  due  and 
dates  for  payment  are  fixed  by  the  terms  of  the  contract  itself,  and 
copy  of  such  contract  has  been  furnished  to  the  disbursing  officer 
with  notice  to  collect  as  amounts  become  due.  Disbursing  officers  are 
those  officials  designated  to  make  payments  under  a  contract  or  to 
receive  payments  of  amounts  due  under  a  contract,  including  finance 
and  accounting  officers  at  installations  where  integrated  accounting 
is  in  effect. 

32.606  Debt  Determination  and  Collection. 

(c) (9)(vii)  Upon  transfer  of  a  case  to  the  contract  financing 
office,  the  debt  record  maintained  by  a  contracting  officer  shall  be 
closed  by  appropriate  reference  to  the  date  of  transfer.  When  a 
disbursing  officer  is  primarily  responsible  for  collection,  the  record 
of  the  debt  shall  be  maintained  until  payment  or  advice  of  collection 
is  received.  In  all  cases  transferred  to  a  contract  financing  office, 
that  office  shall  establish  and  maintain  an  accounts  receivable  record 
showing  all  pertinent  information  relating  to  the  debt,  including  an 
indebtedness  and  payment  record  reflecting  current  status,  to  be 
closed  upon  collection  or  compromise,  or  referral  of  the  case  to  the 
General  Accounting  Office  or  to  the  Department  of  Justice. 

(d)  In  the  absence  of  a  deferment  agreement  made  by  the  contract 
financing  office,  a  report  of  indebtedness  will  be  made  to  the  General 
Accounting  Office  upon  failure  to  effect  collection  within  a 
reasonable  period,  generally  not  to  exceed  1 80  days  from  the  date  the 
debt  is  established. 

(e)  Before  a  debt  is  placed  on  the  Hold-Up  List  (see  32.173),  or 
before  distribution  of  a  new  listing,  the  office  undertaking  to  effect 
collection  may  sometimes  request  other  offices  having  dealings  with 
the  contractor  on  other  contracts,  whether  contracting  officers  or 
disbursing  officers,  to  withhold  payments  on  contracts,  for 
application  on  the  debt.  Government  personnel  are  expected  to 
cooperate  and  assist  in  the  fulfillment  of  such  requests,  giving  due 
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regard,  however,  to  the  effect  of  abrupt  cessation  of  payments  on  the 
operations  of  the  contractor,  performance  of  the  contracts,  and  the 
interest  of  the  United  States  in  such  contracts.  In  the  making  of 
these  requests  to  other  offices,  and  in  complying  with  such  requests, 
care  will  be  taken  at  all  times  to  avoid  overcollection  or  duplicate 
collection.  Each  check  to  liquidate  indebtedness  pursuant  to  such 
requests  will  be  drawn  payable  to  "(contractor's  name  (or  office 
designated  for  contract  administration)),"  and  transmitted  to  the 
disbursing  officer  on  the  contract  under  which  the  indebtedness  arose, 
and  will  be  accompanied  by  a  statement  sufficient  to  identify  the 
indebtedness  to  which  it  is  to  be  applied.  Appropriate  notice  of  the 
deduction  will  be  given  to  the  contractor  concerned,  by  the  agency 
making  the  deduction. 

32.610  Demand  for  Payment  of  Contract  Debt. 

(a)  Demands  for  payment  of  contract  debts  resulting  from  other 
than  a  termination  for  default  shall  be  made  by  the  office  which  first 
determines  an  amount  due,  whether  it  be  the  Contract  Administration 
Office,  the  Contracting  Office,  the  Disbursing  Office,  or  the  selling 
office/agency,  and  will  be  handled  in  accordance  with  the  regulations 
of  the  department  or  agency  to  which  that  office  is  assigned.  A  copy 
of  the  demand  shall  be  provided  to  the  payment  office  cited  in  the 
contract  and  designated  to  receive  payment.  Demands  for  payment  of 
contract  debts  resulting  from  a  termination  for  default,  e.g.,  excess 
costs,  unliquidated  progress  payments,  and  liquidated  damages,  shall 
be  made  by  the  Procuring  Contracting  Officer  and  shall  direct  the 
debtor  to  make  payment  to  an  office  of  the  Procuring  Department.  If 
this  action  will  result  in  the  payment  being  made  to  a  payment  office 
other  than  the  one  cited  in  the  contract,  the  assigned  ACO  will  issue 
a  contract  modification  designating  the  new  payment  office. 

32.613  Deferment  of  Collection. 

(70)  Deferment  requests  will  be  forwarded  as  soon  as  possible  to 
the  contract  financing  office  of  the  Department  concerned.  Such 
requests  shall  be  supported  by  adequate  identifying  and  explanatory 
information,  including  relevant  memoranda  and  correspondence, 
accounting  data,  amounts  and  dates  of  any  collections,  name  and 
location  of  disbursing  office  and,  if  applicable,  the  assignee,  date 
of  filing  of  appeal  or  of  action  with  the  Claims  Court,  information  on 
hand  concerning  financial  condition  of  the  contractor,  and 
recommendations  for  action  on  the  deferment  request.  Incident  to  its 
review  and  action  of  a  deferment  or  installment  proposal,  the  contract 
financing  office  may  request  additional  information,  as  well  as  other 
assistance  needed  from  the  transmitting  office.  Such  requested 
information  and  assistance  will  be  furnished  promptly  so  that  final 
action  on  the  proposed  deferment  or  installment  may  be  taken  by  the 
contract  financing  office  without  unnecessary  delay.  Whenever  deemed 
appropriate  by  the  contract  financing  office,  it  may  deal  directly 
with  the  contractor  concerning  collection  or  deferment  of  the  debt. 
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(71)  When  the  contract  financing  office  enters  into  a  deferral 
agreement  or  a  compromise,  it  will  furnish  copies  to  the  appropriate 
contracting  officer  and  disbursing  officer  when  deemed  necessary. 

(72)  When  the  contract  financing  office  denies  a  deferral 
request,  or  does  not  reach  agreement  with  a  contractor  on  a  deferment, 
it  will  Give  timely  notice  to  the  appropriate  contracting  officer  when 
deemed  necessary. 

32.614  Interest. 

32.614-1  Interest  Charges. 

(c)  The  interest  rates  established  by  the  Secretary  of  the 
Treasury  will  be  published  in  the  Federal  Register  every  6  months. 

The  current  rate  may  also  be  obtained  from  the  Departmental  contract 
financing  office  representative. 

32.616  Compromise  Actions.  Department  of  Defense  authority  under  the 
cited  statute  and  joint  regulations  has  been  delegated  to  the 
Departments.  Within  each  Department,  for  those  debts  covered  by  this 
subpart  authority  to  act  in  conformity  to  the  cited  statute  and  joint 
regulations  has  been  delegated  to  the  contract  financing  office. 

32.617  Contract  Clause. 

(a)(7)  The  following  further  exceptions  have  been  established: 

(i)  contracts  for  instructions  of  military  personnel  or  ROTC 
personnel  at  civilian  schools,  colleges,  and  universities; 

(ii)  basic  agreements  with  telephone  companies,  under  which 
communications  services  and  facilities  will  be  ordered,  and  purchases 
under  such  agreements;  and 

(iii)  transportation  contracts  with  common  carriers  for  common 
carrier  services,  e.g.,  common  carrier  transportation  services 
procured  by  transportation  requests,  transportation  warrants,  bills  of 
lading,  and  similar  transportation  forms. 

(70)  Contractors  and  contracts  mentioned  in  FAR  32.617(a)(2) 
through  (5),  and  other  contractors  in  exceptional  circumstances,  may 
be  exempted  from  the  administrative  interest  charges  required  by  this 
subpart  when  so  agreed  by  the  DoD  Contract  Finance  Committee,  with  the 
approval  of  the  Assistant  Secretary  of  Defense  (Acquisition  and 
Logistics)  or  his  representative. 

32-670  Transfer  of  Responsibility  for  Debt  Collection. 

(a)  Transfer  of  the  debt  case  will  be  made  to  the  contract 
financing  office  upon  the  expiration  of  45  days  without  full 
collection  after  the  date  of  initial  demand,  whether  or  not 
postponement  has  been  requested.  Debt  cases  under  contracts 
terminated  for  default  shall  be  transferred  to  the  contract  financing 
office  of  the  Procuring  Department.  Debt  cases  transferred  to  the  • 
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contract  financing  office  of  the  Procuring  Department  under  contracts 
terminated  for  default  shall  not  include  that  portion  of  a  debt 
related  to  actions  where  a  disbursing  officer  has  primary 
responsibility.  All  debt  cases  where  the  disbursing  officer  has 
primary  responsibility  shall  be  transferred  to  the  contract  financing 
office  of  the  disbursing  office's  department.  Other  types  of  debt 
cases  shall  be  transferred  to  the  contract  financing  office  or  other 
office  of  the  Department  which  first  determines  an  amount  to  be  due  in 
accordance  with  the  regulations  of  that  Department. 

(b)  The  transfers  required  above  will  not  be  made  for  amounts 
less  than  $600.00.  However,  it  is  incumbent  on  contracting  officers 
and  disbursing  officers  to  effect  collection  whenever  and  by  such 
means  as  are  practicable. 

(c)  The  contract  financing  office  of  each  military  department 
shall  take  appropriate  actions  to  effect  collection  of  debts  referred 
to  it.  This  includes  administration  of  deferment  agreements;  causing 
debts  to  be  listed  on  the  consolidated  list  of  contractors  indebted  to 
the  United  States,  commonly  known  as  the  "Hold-Up  List;"  to  remove 
names  from  the  "Hold-Up  List;"  to  determine  administrative 
uncollectibility;  and  to  refer  debts  to  the  General  Accounting  Office 
or  the  Department  of  Justice  as  appropriate.  Within  each  Department, 
no  arrangement  for  installment  or  deferral  of  payments  may  be  made 
without  the  approval  of  the  contract  financing  office.  Acting  in 
conformity  to  the  standards  stated  in  this  subpart,  those  offices  may 
approve  or  deny  deferment  proposals  transmitted  to  them  or  made 
directly  to  them  by  contractors,  or  approve  such  proposals  on 
prescribed  conditions. 

(d)  Responsibility  for  assuring  effective  administration  in 
accordance  with  this  subpart  shall  be  in  the  Assistant  Secretary  of 
Defense  (Acquisition  and  Logistics).  Responsibility  for  effective 
administration  under  this  subpart  in  each  Department  shall  be  in  the 
Under  or  Assistant  Secretary,  or  other  designated  official, 
responsible  for  the  comptroller  function.  The  DoD  Contract  Finance 
Committee  shall  advise  and  assist  the  Assistant  Secretary  of  Defense 
(Acquisition  and  Logistics)  in  assuring  proper  application  of  policies 
and  the  development  of  procedures  hereunder,  and  in  the  formulation  of 
such  further  instructions  on  this  subject  as  may  appear  desirable. 

That  Committee  is  responsible  for  this  section  and  will  develop  and 
promulgate  herein  supplemental  instructions  on  this  subject. 

32.671  Bankruptcy  Reporting.  For  those  debts  covered  by  this 
subpart,  claims  in  bankruptcy,  insolvency,  or  in  proceedings  for 
reorganization  or  rearrangement  will  be  furnished  to  the  Department  of 
Justice.  These  claims  are  (a)  those  which  have  been  transferred  to  a 
contract  financing  office;  (b)  those  on  their  way  to  a  contract 
financing  office  at  inception  of  bankruptcy  or  insolvency  proceedings; 


DOD  FAR  SUPPLEMENT 


B-88 


6  JANUARI  1986 


32.6-5 


(c)  those  pending  and  not  forwarded  to  a  oontraot  financing  office  at 
inception  of  bankruptcy  or  Insolvency  proceedings;  and  (d)  those  which 
are  the  consequence  of  bankruptcy  or  insolvency  proceedings. 
Information  on  a  bankruptcy,  insolvency,  reorganization  or 
rearrangement  will  be  provided  as  soon  as  possible  by  the  office  of 
origin  of  a  debt  to  that  office  within  a  Department  designated  to 
receive  such  information.  Proof  of  claim,  with  pertinent  supporting 
data  and  documentation  shall  be  furnished  to  the  Department  of  Justice 
by  the  contract  financing  office  or  by  such  other  office  as  may  be 
designated  within  a  Department.  All  claims  arising  under  the  same 
contract  will  be  filed  by  the  procuring  department  which  awarded  the 
contract.  Information,  reports,  and  proof  of  claim  under  this 
paragraph  are  not  expected  on  debts  of  less  than  $600. 
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PART  32—  CONTRACT  FINANCING 
SUBPART  32. 7 --CONTRACT  FUNDING 


32.705  Contract  Clauses. 

32.705-2  Clauses  for  Limitation  of  Cost  or  Funds. 

(a)  When  a  contract  is  of  the  installment  type,  the  clause  at 
FAR  52.232-20,  Limitation  of  Costs,  may  be  appropriately  modified. 

(c)  When  a  contract  is  of  the  installment,  type,  the  clause  at 
FAR  52.232-22,  Limitation  of  Funds,  may  be  appropriately  modified. 
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PART  32— CONTRACT  FINANCING 
SUBPART  32.8— ASSIGNMENT  OF  CLAIMS 


32.803  Policies. 

(b)  Only  DOD  contracts  for  personal  servioes  may  prohibit  the 
assignment  of  olaims  (see  FAR  32.806(b)  for  appropriate  olause). 

(d)  For  purposes  of  DOD  oontraots,  a  national  emergency  is 
deemed  to  exist  (see  50  U.S.C.  1651(a)(4)  and  (5)).  Nevertheless, 
when  Departments  determine  it  is  in  the  Governments  interest,  they 
may  exclude  the  no  set-off  commitment  (Alt.  I)  in  aooordanoe  with 
Departmental  procedures. 

(e)  The  assignee  shall  forward  to  the  administrative  oontraoting 
officer,  disbursing  offioer,  and  surety,  if  any,  the  notice  and 
instrument  of  assignment  in  the  number  of  copies  indicated  below: 

(1)  To  the  administrative  contracting  offioer  -  a  true  oopy  of 
the  instrument  of  assignment  and  an  original  and  three  oopies  of  the 
notice  of  assignment.  The  administrative  contracting  officer  shall 
acknowledge  receipt  by  signing  and  dating  all  oopies  of  the  notioe  of 
assignment  and  shall — 

(1)  file  the  true  copy  of  the  instrument  of  assignment  and  the 
original  of  the  notice  in  the  contract  file; 

(ii)  forward  two  copies  of  the  notice  to  the  disbursing  officer 
designated  in  the  contract  to  make  payment; 

(iii)  return  a  copy  of  the  notice  to  the  assignee;  and 

(iv)  advise  the  procuring  contracting  officer  that  the  assignment 
has  been  made. 

(2)  To  the  surety  or  sureties,  if  any  -  a  true  copy  of  the 
instrument  of  assignment  and  an  original  and  three  oopies  of  the 
notice  of  assignment.  The  surety  shall  return  three  acknowledged 
copies  of  the  notice  to  the  assignee  who  shall  forward  two  oopies  to 
the  disbursing  officer  designated  in  the  contraot. 

(3)  To  the  disbursing  officer  designated  in  the  contract  to  make 
payment  -  a  true  copy  of  the  instrument  of  assignment  and  an  original 
and  one  copy  of  the  notioe  of  assignment.  The  disbursing  officer 
shall  acknowledge  and  return  to  the  assignee  the  oopy  of  the  notioe 
and  shall  file  the  true  oopy  of  the  Instrument  and  original  notioe. 

32.306  Contraot  Clauses. 

(a)(2)  When  the  olause  at  FAR  52.232-23  is  used,  the  oontraoting 
offioer  shall  also  insert  Alternate  I,  unless  exoluded  under  FAR 
32.d03(d). 


DOD  FAR  SUPPLEMENT 


B-91 


6  JANUARY  1986 


52.232-2 


with  the  Determinations,  Findings  and  Authorization  for  advance 

payments  dated _ .  Payments  made  pursuant  to  this 

clause  shall  be  governed  by  the  terms  and  conditions  of  the  Advance 
Payment  Pool  Agreement,  as  it  may  be  amended  from  time  to  time, 

between  the  United  States  of  America  and  _  _  _ 

(insert  the  name  fo  the  contractor),  which  agreement  is  hereby 
incorporated  by  reference  with  the  same  force  and  effect  as  though 
fully  set  forth  herein. 

(End  of  clause) 

52.232- 7002  Disposition  of  Payments.  As  prescribed  at  32 .412(71 ) , 
insert  the  following  clause: 

DISPOSITION  OF  PAYMENTS  (APR  1984) 

Payment  will  be  by  a  dual  payee  Treasury  check  drawn  payable  to 

the  contractor  or  the _ _ 

(insert  name  of  the  disbursing  office  designated  in  the  advance 

payment  pool  agreement)  and  forwarded  to  the  _ 

_ _ (insert  name  of  the  disbursing  office  designated 

in  the  advance  payment  pool  agreement)  for  appropriate  disposition. 

(End  of  clause) 

52.232- 7003  Progress  Payments  for  Foreign  Military  Sales 
Acquisitions.  As  prescribed  at  32.502-4(70),  insert  the  following 
clause : 

PROGRESS  PAYMENTS  FOR  FOREIGN  MILITARY  SALES  ACQUISITIONS  (APR  1984) 

If  this  contract  includes  FMS  requirements,  the  contractor  shall 
submit  progress  payment  requests  in  accordance  with  the  following: 

(a)  The  contractor  shall  submit  a  separate  progress  payment 
request  for  each  separate  progress  payment  rate  in  this  contract. 

(b)  The  contractor  shall  submit  a  supporting  schedule  showing 
the  amount  of  each  request  distributed  to  each  country's  requirements 
in  the  contract.  This  schedule  shall  also  show  the  contract  line 
items  and  total  prices  thereof  applicable  to  each  separate  progress 
payment  rate. 

(c)  Each  progress  payment  request  shall: 

(1)  Identify  the  contract  requirements  to  which  it  applies, 

( i .e .  ,  FMS  or  U.S. ) . 

(2)  Be  calculated  on  the  basis  of  the  prices,  costs  (including 
estimated  costs  to  complete),  subcontractor  progress  payments,  and 
progress  payment  liquidations  of  the  contract  requirements  to  which  it 
applies.  The  contractor  in  preparing  these  requests  shall  distribute 
costs  among  contract  line  items  and  countries  in  a  manner  acceptable 
to  the  Administrative  Contracting  Officer. 

(End  of  clause) 
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52.232-7004  Flexible  Progress  Payments.  As  prescribed  at 
32.502-4(71),  insert  the  following  clause: 

FLEXIBLE  PROGRESS  PAYMENTS  (APR  1984) 

This  contract  is  subject  to  flexible  progress  payment  procedures. 

The  progress  payment  rate  of  this  contract  is  _ %,  and  this 

percentage  applies  in  lieu  of  the  uniform,  standard  progress  payment 
rate  and  liquidation  rate  of  the  "Progress  Payments"  clause.  The 
progress  payment  rate  of  this  contract  was  determined  by  the  DoD  Cash 

Flow  Computer  Model,  (dated  _ ),  using  five  percent  ( 5% )  as  the 

targeted  rate  for  the  Contractor’s  investment  (as  a  weighted  average 
<  of  costs)  in  its  work  in  process  inventory  over  the  life  of  the 
contract.  If  actual  and  projected  cash  flow  data  generated  during 
performance  of  this  contract  reveal  that  the  progress  payment  rate 
will  result  in  an  investment  in  work  in  process  inventory  by  the 
Contractor  in  excess  of  seven  percent  (7$),  or  less  than  three  percent 
(3%),  the  progress  payment  rate  shall  be  redetermined  by  using  the  DoD 
Cash  Flow  Computer  Model.  Unless  it  contained  an  error,  the  version 
of  the  DoD  Cash  Flow  Computer  Model  that  was  used  initially  in  this 
contract  will  be  used  for  any  redetermination  permitted  by  this 
clause.  In  no  event  will  the  progress  payment  rate  be  less  than  the 
uniform,  standard  progress  payment  rate  that  would  have  applied  to 
this  contract  absent  flexible  progress  payment  procedures,  and  in  no 
event  will  the  progress  payment  rate  be  greater  than  one  hundred 
percent  ( 1 00% ) . 

(End  of  clause) 
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Chapter  C 

Cost  Accounting  Standards 


1.  Over  the  past  decade  Cost  Accounting  Standards  (CAS)  have 
become  an  important  and  controversial  part  of  the  acquisition 
process.  The  standards  have  had  a  major  impact  on  the  way 
defense  contractors'  estimate  and  account  for  costs  on  contracts. 
Contract  administration  office  personnel  need  a  basic 
understand! ng  of  the  historical  development,  basic  requirements, 
and  structure  of  the  standards. 

2.  The  administration  of  CAS  is  primarily  an  ACO  function.  It 
is  the  ACO  who  must  deem  adequate  the  contractor's  disclosure 
statement,  monitor  consistant  application  of  CAS,  and  determine 
price  adjustments  for  CAS  changes  and  noncompliances. 
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SCHOOL  OF  SYSTEMS  AND  LOGISTICS 


ADVANCED  CONTRACT  ADMINISTRATION  COURSE  (PPM  304) 

SUBJECT:  Cost  Accounting  Standards 

TIME:  3.5  Hrs 

OBJECTIVES :  Understand  the  requirements  and  administration  of 

the  cost  accounting  standards. 

SAMPLES  OF  BEHAVIOR: 

a.  Comprehend  the  purpose  and  objectives  of  financial  and 
cost  accounting  and  the  intent  of  the  Cost  Accounting 
Standards . 

b.  Comphrehend  the  history  and  current  status  of  the 
Cost  Accounting  Standards. 

c.  Know  the  types  of  contracts  and  contractors  for 
which  the  cost  accounting  standards  are  applicable. 

c.  Comprehend  the  intent  of  current  and  proposed  standards. 

d.  Understand  the  requirement  and  procedure  for  determining 
the  adequacy  and  compliance  of  the  Disclosure  Statements. 

e.  Understand  the  requirements  and  procedures  for  making 
price  adjustments  required  by  new  standards,  voluntary 
changes  and  non-compliance. 

INSTRUCTIONAL  METHODS:  Lecture/Discussion 

Case  Analysis 

STUDENT  INSTRUCTIONAL  MATERIALS:  ACA  Textbook 

REQUIRED  STUDENT  PREPARATION:  As  defined  in  Chapter  "C"  of  the 

ACA  textbook. 
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Cost  Accounting  Standards  (CAS)  Status 

The  CAS  Board  was  created  by  Congress  in  1970  to  promulgate  cost 
accounting  standards  to  be  followed  by  defense  contractors  and 
subcontractors  under  government  contracts.  The  CAS  Board 
published  19  standards  but  then  ceased  to  function  in  September 
1980  when  Congress  did  not  appropriate  funds  for  Board 
operations.  Subsequent  legislative  attempts  by  Congress  to 
transfer  the  Board's  authority  to  existing  organizations  were  not 
successful.  Consequently,  no  organization  had  the  ability  to 
grant  waivers  or  to  interpret  and  modify  the  standards. 

In  October  1983,  the  DoD  General  Counsel  requested  the  Department 
of  Justice's  legal  opinion  on  DoD  authority  to  assume  the  CAS 
Board  function.  The  Department  of  Justice  responded  in  November 
1983  that  in  its  opinion  DoD  was  "legally  free  to  adopt,  reject 
or  grant  exemptions  to  the  CAS."  Based  on  this  legal  opinion, 
DoD  determined  that  the  CAS  have  the  status  of  regulations  and 
should  be  included  in  the  Federal  Acquisition  Regulation  (FAR)  to 
be  administered  and  modified  as  appropriate  through  normal  FAR 
rule-making  procedures. 

Subsequently,  the  CAS  Policy  Group  (CASPG)  was  established  under 
the  DAR  Council  for  the  purpose  of  handling  the  newly  acquired 
DoD  CAS  regulatory  responsibilities.  The  CASPG  is  chaired  by  the 
Air  Force  and  staffed  by  members  of  the  services,  DLA,  NASA, 
DCAA,  OASD(C) ,  OASD(AfcL),  and  GSA.  The  Policy  Group  is  currently 
processing  the  CAS  and  the  CAS  Board  rules  and  regulations 
through  the  FAR  regulatory  process  with  formal  incorporation  into 
the  FAR  after  staffing  and  approval  by  the  Civilian  Agency 
Acquisition  Council.  In  addition,  the  Group  has  prioritized  a 
list  of  potential  changes  to  the  CAS  and  expects  to  have  the  most 
needed  changes  prepared  by  the  time  the  standards  are 
incorporated  into  the  FAR.  (HQ  OSAF/RDC-FAR,  David  Relly, 

AV  227-9441) 
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COVERAGE  RULES 


•  Business  units  that  have  not  received  a  negotiated  prime 
contract  or  subcontract  in  excess  of  $500,000  are  exempt 
from  complying  with  CAS. 

•  Once  a  business  unit  receives  a  negotiated  national  defense 
contract/subcontract  in  excess  of  5500,000,  that  contract  and 
all  future  negotiated  contracts/subcontracts  in  excess  of 
$100,000  awarded  prior  to  completion  of  the  $500,000  contract, 
or  any  of  the  covered  $100,000  contracts,  must  include  one  of 
the  two  CAS  clauses  providing  for  either  "full"  or  "modified" 
coverage . 

--  Assuming  that  the  requirement  for  initial  coverage,  as 
described  above,  has  been  met,  national  defense  and 
nondefense  contracts/subcontracts  over  $100,000  are 
eligible  for  "modified"  coverage  if  the  business 
unit's  total  national  defense  CAS  covered  awards  in 
the  preceding  cost  accounting  period  are  less  than  $10 
million  and  less  than  10  percent  of  the  business 
unit's  total  sales.  A  contractor  who  is  eligible  to 
use  "modified"  coverage  must  elect  to  do  so;  otherwise 
"full"  coverage  will  apply. 

--  Negotiated  defense  and  nondefense  contracts 
/subcontracts  over  $100,000  are  subject  to 
"full"  coverage  if  the  business  unit  has  already  met 
the  initial  coverage  requirement  (award  of  the  covered 
defense  contract  in  excess  of  $500,000)  and  total 
national  defense  CAS  covered  awards  in  the  preceding 
cost  accounting  period  are  more  than  10  percent  of  the 
business  unit's  total  sales  or  $10  million  or  more. 

•  Business  units  with  a  single  national  defense  award  of  $10 
million  or  more  are  subject  to  "full"  coverage. 
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DISCLOSURE  STATEMENT  RULES 


•  Any  company  which,  together  with  its  segments,  received  net 
awards  of  negotiated  defense  prime  contracts  and  subcontracts 
subject  to  CAS  totaling  more  than  $10  million  in  the  preceding 
cost  accounting  period  must  submit  a  Disclosure  Statement 
before  award  of  its  first  CAS  -  covered  contract. 

However,  if  the  first  CAS  -  covered  contract  is  received 
within  90  days  of  the  start  of  the  accounting  period,  the 
contractor  is  not  required  to  file  until  the  end  of  90  days. 

•  Any  business  unit  that  is  selected  to  receive  a  CAS-covered 
national  defense  contract  or  subcontract  of  $10  million  or 
more  shall  submit  a  Disclosure  Statement  before  award. 


CAS  COVERAGE 


Which  contract  is  covered  by  CAS? 

I£  CAS  covered,  indicate  full  or  modified 

Indicate  when  contractor  is  required  to  submit  a  disclosure  statement 
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PART  30 

COST  ACCOUNTING  STANDARDS 

30.000  Scope  of  part. 

This  part  describes  policies  and  procedures  for  applying 
the  Cost  Accounting  Standards  to  negotiated  national  defense 
contracts  and  subcontracts.  This  part  also  prescribes  policies 
and  procedures  for  applying  those  standards  to  certain 
nondefense  contracts.  This  part  does  not  apply  to  sealed  bid 
contracts  or  to  any  contract  with  a  small  business  concern 
(see  30.201-l(b)  for  these  and  other  exemptions). 

SUBPART  30.1-GENERAL 

30.101  Cost  Accounting  Standards. 

(a)  Pub.  L.  91-379  (50  U.S.C.  App.  2168)  requires  cer¬ 
tain  national  defense  contractors  and  subcontractors  to  com¬ 
ply  with  Cost  Accounting  Standards  (CAS)  and  to  disclose 
in  writing  and  follow  consistently  their  cost  accounting 
practices. 

(b)  The  obligation  to  comply  with  the  CAS  is  extended 
to  certain  nondefense  contracts  as  a  matter  of  policy.  This 
decision  has  resulted  in  differences  in  application  between 
national  defense  and  nondefense  contracts  and  these  dif¬ 
ferences  are  noted  in  the  appropriate  sections  throughout 
this  part. 

SUBPART  30.2— CAS  PROGRAM 
REQUIREMENTS 

30.201  Contract  requirements. 

30.201-1  CAS  applicability. 

(a)  This  subsection  describes  the  rules  for  determining 
whether  a  proposed  contract  or  subcontract  is  exempt  from 
CAS.  (See  Subpart  30.4.)  Negotiated  contracts  not  exempt 
in  accordance  with  30.201-l(b)  shall  be  subject  to  CAS. 
A  CAS-covered  contract  may  be  subject  to  either  full  or 
modified  coverage.  The  rules  for  determining  whether  full 
or  modified  coverage  applies  are  in  30.201-2. 

(b)  The  following  categories  of  contracts  and  subcontracts 
are  exempt  from  all  CAS  requirements: 

(1)  Sealed  bid  contracts. 

(2)  Negotiated  contracts  and  subcontracts  not  in  excess 
of  $100,000. 

(3)  Contracts  and  subcontracts  with  small  businesses. 

(4)  Contracts  and  subcontracts  with  foreign  govern¬ 
ments  or  their  agents  or  instrumentalities  or,  insofar  as 


the  requirements  of  CAS  other  than  30.401  and  30.402 
are  concerned,  any  contract  or  subcontract  awarded  to 
a  foreign  concern. 

(5)  Contracts  and  subcontracts  in  which  the  price  is 
set  by  law  or  regulation. 

(6)  Contracts  and  subcontracts  when  the  price  is  based 
on  established  catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to  the  general  public 
(see  15.804-3(c)).  A  prospective  contractor  requesting  ex¬ 
emption  from  CAS  on  this  basis  must  provide  support¬ 
ing  justification  in  accordance  with  15.804-3(e).  When 
the  contracting  officer  determines  that  the  justification  is 
adequate,  this  exemption  from  CAS  shall  be  used  even 
though  the  award  is  made  on  the  basis  of  adequate  price 
competition. 

(7)  Contracts  and  subcontracts  of  $500,000  or  less  if 
the  business  unit  is  not  currently  performing  any  national 
defense  CAS-covered  contracts. 

(8)  Nondefense  contracts  awarded  based  on  adequate 
price  competition  (see  15.804-3(b)). 

(9)  Nondefense  contracts  and  subcontracts  awarded  to 
business  units  that  are  not  currently  performing  any  CAS- 
covered  national  defense  contracts. 

(10)  Contracts  and  subcontracts  with  educational  institu¬ 
tions  other  than  those  to  be  performed  by  Federally 
Funded  Research  and  Development  Centers  (FFRDC’s) 
operated  by  such  institutions. 

(11)  Contracts  awarded  to  labor  surplus  area  concerns 
pursuant  to  a  labor  surplus  area  set-aside  (see  Part  20). 

(12)  Contracts  and  subcontracts  awarded  to  a  United 
Kingdom  contractor  for  performance  substantially  in  the 
United  Kingdom,  provided  that  the  contractor  has  filed 
with  the  United  Kingdom  Ministry  of  Defense,  for  reten¬ 
tion  by  the  Ministry,  a  completed  Disclosure  Statement 
(Form  No.  CASB-DS-1)  which  shall  adequately  describe 
its  cost  accounting  practices.  Whenever  that  contractor 
is  already  required  to  follow  U.K.  Government  Account¬ 
ing  Conventions,  the  disclosed  practices  shall  be  in  ac¬ 
cord  with  the  requirements  of  those  conventions.  (See 
30.201-4(d). 

(13)  Subcontracts  under  the  NATO  PHM  Ship  program 
to  be  performed  outside  the  United  States  by  a  foreign 
concern. 

(14)  Contracts  and  subcontracts  to  be  executed  and  per¬ 
formed  entirely  outside  the  United  States,  its  territories, 
and  possessions. 

(15)  Firm-fixed-price  contracts  and  subcontracts  award¬ 
ed  without  submission  of  any  cost  data;  provided ,  that 
the  failure  to  submit  such  data  is  not  attributable  to  a 
waiver  of  the  requirement  for  certified  cost  or  pricing 
data. 
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30.201-2  Types  of  CAS  coverage. 

(a)  Full  coverage.  Full  coverage  requires  that  the  business 
unit  comply  with  all  of  the  CAS  in  effect  on  the  date  of 
the  contract  award  and  with  any  CAS  that  become  applicable 
because  of  later  award  of  a  national  defense  CAS-covcred 
contract.  However,  die  award  of  a  new  nondefense  CAS- 
covered  contract  shall  not  trigger  application  of  new  CAS 
having  effective  dates  lateT  than  the  award  date  of  the  last 
national  defense  CAS-covered  contract.  Full  coverage  ap¬ 
plies  to  contractor  business  units  that— 

(1)  Receive  a  single  nadonal  defense  CAS-covered  con¬ 
tract  award  of  $10  million  or  more; 

(2)  Received  $10  million  or  more  in  national  defense 
CAS-covered  contract  awards  during  its  preceding  cost 
accounting  period;  or 

(3)  Received  less  than  $10  million  in  national  defense 
CAS-covered  contract  awards  during  its  preceding  cost 
accounting  period  but  such  awards  were  10  percent  or 
more  of  total  sales. 

(b)  Modified  coverage.  (1)  Modified  CAS  coverage  re¬ 
quires  only  that  die  contractor  comply  with  Standard  401, 
Consistency  in  Estimating,  Accumulating,  and  Reporting 
Costs,  and  Standard  402,  Consistency  in  Allocating  costs 
Incurred  for  die  Same  Purpose.  Modified,  radier  than  full, 

CAS  coverage  may  be  applied  to  a  covered  contract  of  less 
than  $10  million  awarded  to  a  business  unit  diat  received 
less  dian  $10  million  in  national  defense  CAS-covcred  con¬ 
tracts  in  die  immediately  preceding  cost  accounting  period 
if  die  sum  of  such  awards  was  less  than  10  percent  of  the 
business  unit's  total  sales  during  that  period.  For  die  pur¬ 
pose  of  determining  whether  the  sum  of  covered  contract 
awards  equals  10  percent  of  die  business  unit’s  total  sales, 
an  order  received  by  die  one  segment  from  another  seg¬ 
ment  shall  be  treated  in  die  same  way  diat  a  subcontract 
award  to  the  receiving  segment  would  be  treated.  In  measur¬ 
ing  sales  for  a  year,  a  transfer  by  one  segment  to  another 
shall  be  deemed  to  be  a  sale  by  the  transferor. 

(2)  If  any  one  contract  is  awarded  with  modified  CAS 
coverage,  all  CAS-covered  contracts  awarded  to  diat 
business  unit  during  that  cost  accounting  period  must  also 
have  modified  coverage  with  die  following  exception:  if 
the  business  unit  receives  a  single  national  defense  con¬ 
tract  award  of  $10  million  or  more,  that  contract  must 
be  subject  to  full  CAS  coverage.  Thereafter,  any  covered 
contract  awarded  in  the  same  cost  accounting  period  must 
also  be  subject  to  full  CAS  coverage. 

(3)  A  contract  awarded  with  modified  CAS  coverage 
shall  remain  subject  to  such  coverage  throughout  its  life 
regardless  of  changes  in  the  business  unit's  CAS  sums 
during  subsequent  cost  accounting  periods. 

(c)  Nondefense  contracts.  Nondefense  contracts  subject 
to  CAS  shall  have  the  same  type  of  CAS  coverage  as  the 
most  recently  awarded  national  defense  contract  currently 
being  performed  by  the  same  business  unit. 

(d)  Subcontracts.  Subcontract  awards  subject  to  CAS  re- 
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quire  the  same  type  of  CAS  coverage  as  would  prime  con¬ 
tracts  awarded  to  die  same  business  unit. 

(e)  Foreign  concerns.  Contracts  widi  foreign  concerns 
subject  to  CAS  shall  only  be  subject  to  modified  coverage. 

30.201- 3  Solicitation  provisions. 

(a)  Cost  Accounting  Standards  Notices  and  Certification 
(National  Defense).  The  contracting  officer  sliall  insert  die 
provision  at  52.230-1,  Cost  Accounting  Standards  Notices 
and  Certification  (Nadonal  Defense),  in  solicitadons  for  pro¬ 
posed  nadonal  defense  contracts  subject  to  CAS  as  specified 
in  30.201.  The  provision  allows  offerors  to— 

(1)  Certify  dieir  Disclosure  Statement  sums; 

(2)  Claim  exemption  from  CAS  if  dicy  are  not  cur- 
rendy  performing  any  CAS-covered  contracts  and  die  pro¬ 
posal  will  result  in  an  award  of  $500,000  or  less; 

(3)  Claim  exempdon  from  full  CAS  coverage  and  elect 
modified  CAS  coverage  when  appropriate;  and 

(4)  Certify  whedicr  award  of  die  contemplated  comraci 
would  require  a  change  to  existing  cost  acciHuuing 
practices. 

(b)  Cost  Accounting  Standards  Notices  and  Certification 
(Nondefense).  The  contracting  officer  shall  insert  die  pro¬ 
vision  at  52.230-2,  Cost  Accounting  Sundards  Notices  and 
Cerdfication  (Nondefense),  hi  solicitations  for  proposed 
nondefense  contracts  that  do  not  meet  die  criteria  for  CAS 
exemption  in  30.201-1.  The  provision  allows  offerors  to 
claim  exemption  from  CAS  if  diey  are  not  currently  per¬ 
forming  any  CAS-covered  nadonal  defense  contracts  or  to 
cerdfy  what  type  of  CAS  coverage  applies  to  diem. 

30.201- 4  Contract  clauses. 

(a)  Cost  Accounting  Standards.  (1)  The  contracung  of¬ 
ficer  shall  insert  die  clause  at  52.230-3,  Cost  Accounung 
Standards,  in  negouated  contracts,  unless  die  contract  is  ex¬ 
empted  (see  30.201-1),  the  contract  is  subject  to  modified 
coverage  (see  30.201-2),  or  the  clause  prescribed  in 
paragraph  (d)  of  this  subsecdon  is  used. 

(2)  The  clause  at  52.230-3  requires  die  contractor  to 
disclose  actual  cost  accounting  praedees  (applicable  to  na¬ 
donal  defense  contracts  only)  and  to  follow  diese  prac¬ 
tices  consistently. 

(b)  Administration  of  Cost  Accounting  Standards  .  (1)  The 
contracting  officer  sliall  insert  die  clause  at  52.230-  4,  Ad- 
ministradon  of  Cost  Accounting  Standards,  in  contracts  con- 
uining  either  die  clause  prescribed  in  paragraph  (a)  of  this 
subsection,  or  die  clause  prescribed  in  paragraph  (c)  of  this 
subsection. 

(2)  The  clause  at  52.230-3,  Cost  Accounting  Standards, 
specifies  rules  for  administering  CAS  requirements  and 
procedures  to  be  followed  in  cases  of  failure  to  comply. 
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(c)  Disclosure  and  Consistency  of  Cost  Accounting  Prac¬ 
tices.  (1)  The  contracting  officer  shall  insert  the  clause  at 
52.230-5.  Disclosure  and  Consistency  of  Cost  Accounting 
Practices,  in  negotiated  contracts  when  the  contract  amount 
is  over  $100,000,  but  less  that  $10  million,  and  the  offeror 
certifies  it  is  eligible  for  and  elects  to  use  modified  CAS 
coverage  (sec  30.201-2,  unless  the  clause  prescribed  in 
paragraph  (d)  of  this  subsection  is  used). 

(2)  The  clause  at  52.230-5  requires  the  contractor  to 
comply  with  CAS  401  and  402,  to  disclose  (if  it  meets 
certain  requirements)  actual  cost  accounting  practices,  and 
to  follow  consistently  disclosed  and  established  cost  ac¬ 
counting  practices. 

(d)  Consistency  in  Cost  Accounting  Practices.  The  con¬ 
tracting  officer  shall  insert  the  clause  at  52.230-6,  Consisten¬ 
cy  in  Cost  Accounting  Practices,  in  negotiated  defense  con¬ 
tracts  that  are  exempt  from  CAS  requirements  solely  on  the 
basis  of  the  fact  that  the  contract  is  to  be  awarded  to  a  United 
Kingdom  contractor  and  is  to  be  performed  substantially 
in  the  United  Kingdom  (see  30.201-1  (b)(12)). 

30.201-5  Waiver. 

(a)  In  some  instances,  contractors  or  subcontractors  may 
refuse  to  accept  all  or  part  of  the  requirements  of  the  CAS 
clauses  (52.230-3,  Cost  Accounting  Standards  and  52.230-5, 
Disclosure  and  Consistency  of  Cost  Accounting  Practices). 

If  the  contracting  officer  determines  that  it  is  impractical 
to  obtain  the  materials,  supplies,  or  services  from  any  other 
source,  the  contracting  officer  shall  prepare  a  request  for 
waiver  describing  the  proposed  contract  or  subcontract  and 
containing— 

(1)  An  unequivocal  statement  that  the  proposed  con¬ 
tractor  or  subcontractor  refuses  to  accept  a  contract  con¬ 
taining  all  or  a  specified  part  of  a  CAS  clause  and  the 
specific  reason  for  that  refusal; 

(2)  A  statement  as  to  whether  the  proposed  contractor 
or  subcontractor  has  accepted  any  prime  contract  or  sub¬ 
contract  containing  a  CAS  clause; 

(3)  The  amount  of  the  proposed  award  and  the  sum 
of  all  awards  by  the  agency  requesting  the  waiver  to  the 
proposed  contractor  or  subcontractor  in  each  of  the 
preceding  3  years; 

(4)  A  statement  that  no  other  source  is  available  to 
satisfy  the  agency’s  needs  on  a  timely  basis; 

(5)  A  statement  of  alternative  methods  considered  for 
fulfilling  the  need  and  the  agency's  reasons  for  rejecting 
them; 

(6)  A  statement  of  steps  being  taken  by  the  agency  to 
establish  other  sources  of  supply  for  future  contracts  for 
the  products  or  services  for  which  a  waiver  is  being  re¬ 
quested;  and 

(7)  Any  other  information  that  may  be  useful  in 
evaluating  the  request. 
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(b)  ( I )  For  national  defense  contracts  of  the  DOD,  waivers 
shall  be  controlled  and  approved  by  the  Deputy  Assistant 
Secretary  of  Defense  (Procurement)  and  shall  be  processed 
for  review  by  the  Defense  Acquisition  Regulatory  (DAR) 
Council  in  accordance  with  agency  procedures. 

(2)  For  national  defense  contracts  of  the  National 
Aeronautics  and  Space  Administration  (NASA),  waivers 
shall  be  controlled  and  approved  by  the  Assistant 
Administrator  for  Procurement  after  consultation  with  the 
Deputy  Assistant  Secretary  of  Defense  (Procurement).  Re¬ 
quests  for  waiver  shall  be  processed  in  accordance  with 
agency  regulations. 

(c)  For  nondefense  contracts,  and  defense  contracts  of 
agencies  other  than  DOD  or  NASA,  the  agency  head  or 
designee  may  waive  CAS  requirements.  Agencies  shall  en¬ 
sure  consistent  treatment  of— 

(1)  Waivers  within  the  agency;  and 

(2)  Contractors  performing  under  both  defense  and 
nondefense  contracts. 

(d)  For  purchases  of  substantially  the  same  product  from 
the  same  contractor  for  which  a  waiver  was  previously 
granted,  approval  authority  is  redelegatcd  in  the  Department 
of  Defense  to  the  Secretaries  of  the  Military  Departments 
and  the  Director,  Defense  Logistics  Agency. 

30.202  Disclosure  requirements. 

30.202-1  General  requirements. 

(a)  A  Disclosure  Statement  is  a  written  description  of  a 
contractor’s  cost  accounting  practices  and  procedures.  The 
submission  of  a  new  or  revised  Disclosure  Statement  is  not 
required  for  any  nondefense  contract  or  from  any  small 
business  concern.  However,  if  a  Disclosure  Statement  has 
been  submitted  in  connection  with  a  CAS-covered  defense 
contract,  the  contractor  must  also  comply  with  such 
disclosed  practices  under  nondefense  CAS-covered  contracts 
(see  subparagraph  (a)(1)  of  the  clause  at  52.230-3,  Cost 
Accounting  Standards). 

(b)  Completed  Disclosure  Statements  are  required  in  the 
following  circumstances: 

(1)  Any  business  unit  that  is  selected  to  receive  a  CAS- 
covered  negotiated  national  defense  contract  or  subcon¬ 
tract  of  $10  million  or  more  shall  submit  a  Disclosure 
Statement  before  award. 

(2)  Any  company  which,  together  with  its  segments, 
received  net  awards  of  negotiated  national  defense  prime 
contracts  and  subcontracts  subject  to  CAS  totaling  more 
than  $10  million  in  its  most  recent  cost  accounting  period 
must  submit  a  Disclosure  Statement  before  award  of  its 
First  CAS-covered  contract  in  the  immediately  following 
cost  accounting  period.  However,  if  the  first  CAS-covered 
contract  is  received  within  90  days  of  the  start  of  the  cost 
accounting  period,  the  contractor  is  not  required  to  file 
until  the  end  of  90  days. 
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(c)  When  a  Disclosure  Statement  is  required,  a  separate 
Disclosure  Statement  must  be  submitted  for  each  segment 
whose  costs  included  in  the  total  price  of  any  CAS-covered 
contract  or  subcontract  exceed  $100,000,  unless  the  con¬ 
tract  or  subcontract  is  of  the  type  or  value  exempted  by 

30.201- 1.  If  the  cost  accounting  practices  are  identical  for 
more  than  one  segment,  then  only  one  Disclosure  Statement, 
clearly  identifying  each  such  segment,  need  be  submitted. 
A  Disclosure  Statement  will  also  be  required  for  each  cor¬ 
porate  or  group  office  whose  costs  of  any  amount  are 
allocated  to  one  or  more  segments  performing  CAS-covered 
contracts. 

(d)  Each  corporate  or  other  home  office  that  allocates  costs 
to  one  or  more  disclosing  segments  performing  CAS- 
covered  contracts  must  submit  a  Part  VUI  of  the  Disclosure 
Statement. 

(e)  Foreign  contractors  and  subcontractors  who  are  re¬ 
quired  to  submit  a  Disclosure  Statement  may,  in  lieu  of  fil¬ 
ing  a  Form  No.  CASB-DS-1,  make  disclosure  by  using  a 
disclosure  form  prescribed  by  an  agency  of  its  Government, 
provided  that  the  official  designated  to  approve  waivers  in 

30.201- S  determines  that  the  information  disclosed  by  that 
means  will  satisfy  requirements  of  Subpart  30.2.  The  use 
of  alternative  forms  has  been  approved  for  the  contractors 
of  the  following  countries: 

(1)  Canada. 

(2)  Federal  Republic  of  Germany. 

30.202- 2  Impracticality  of  submission. 

The  agency  head  may  determine  that  it  is  impractical  to 
secure  the  Disclosure  Statement,  although  submission  is  re¬ 
quired,  and  authorize  contract  award  without  obtaining  the 
Statement.  This  authority  may  not  be  delegated. 

30.202- 3  Amendments  and  revisions. 

(a)  Contractors  and  subcontractors  are  responsible  for 
maintaining  accurate  Disclosure  Statements  and  complying 
with  disclosed  practices.  Amendments  and  revisions  to 
Disclosure  Statements  may  be  submitted  at  any  time  and 
may  be  proposed  by  either  the  contractor  or  the  Govern¬ 
ment.  Resubmission  of  complete,  updated,  Disclosure 
Statements  is  discouraged  except  when  extensive  changes 
require  it  to  assist  the  review  process. 

(b)  Should  the  obligation  to  maintain  the  Disclosure  State¬ 
ment  cease  because  the  contractor  no  longer  meets  the  finan¬ 
cial  thresholds,  the  contractor  shall  still  be  required  to  follow 
the  disclosed  practices  for  those  contracts  awarded  during 
a  period  in  which  the  contractor  was  obligated  to  submit 
a  Disclosure  Statement. 

30.202- 4  Privileged  and  confidential  information. 

If  the  offeror  or  contractor  notifies  the  contracting  officer 
that  the  Disclosure  Statement  contains  trade  secrets  and 
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commercial  or  financial  information,  which  is  privileged 
and  confidential,  the  Disclosure  Statement  shall  be  protected 
and  shall  not  be  released  outside  the  Government. 

30.202- 5  Filing  Disclosure  Statements. 

(a)  Disclosure  must  be  on  Form  Number  CASB-DS-1. 
Forms  may  be  obtained  from  the  cognizant  administrative 
contracting  officer  (ACO). 

(b)  Offerors  are  required  to  file  Disclosure  Statements 
as  follows: 

(1)  Original  and  one  copy  with  the  cognizant  ACO; 

and 

(2)  One  copy  with  the  cognizant  contract  auditor. 

(c)  Amendments  and  revisions  shall  be  submitted  to  the 
currently  cognizant  ACO  and  auditor. 

30.202 - 6  Responsibilities. 

(a)  The  contracting  officer  is  responsible  for  determining 
when  a  proposed  contract  may  require  CAS  coverage  and 
for  including  the  appropriate  notice  in  the  solicitation.  The 
contracting  officer  must  then  ensure  that  (he  offeror  has 
made  the  required  solicitation  certifications  and  (hat  required 
Disclosure  Statements  are  submitted. 

(b)  The  contracting  officer  shall  not  award  a  CAS-covered 
contract  until  the  ACO  has  made  a  written  determination 
that  a  required  Disclosure  Statement  is  adequate  unless,  in 
order  to  protect  the  Government’s  interest,  the  contracting 
officer  waives  the  requirement  for  an  adequacy  determina¬ 
tion  before  award.  In  this  event,  a  determination  of  ade¬ 
quacy  shall  be  required  as  soon  as  possible  after  the  award. 

(c)  The  cognizant  auditor  is  responsible  for  conducting 
reviews  of  Disclosure  Statements  for  adequacy  and  com¬ 
pliance. 

(d)  The  cognizant  ACO  is  responsible  for  determinations 
of  adequacy  and  compliance  of  the  Disclosure  Statement. 

30.202- 7  Determinations. 

(a)  Adequacy  determination.  The  contract  auditor  shall 
conduct  an  initial  review  of  a  Disclosure  Statement  to  ascer¬ 
tain  whether  it  is  current,  accurate,  and  complete  and  shall 
report  the  results  to  the  cognizant  ACO,  who  shall  deter¬ 
mine  whether  or  not  it  adequately  describes  the  offeror's 
cost  accounting  practices.  If  the  ACO  identifies  any  areas 
of  inadequacy,  the  ACO  shall  request  a  revised  Disclosure 
Statement.  If  the  Disclosure  Statement  is  adequate,  the  ACO 
shall  notify  the  offeror  in  writing,  w  ith  copies  to  the  auditor 
and  contracting  officer.  The  notice  of  adequacy  shall  state 
that  a  disclosed  practice  shall  not,  by  virtue  of  such 
disclosure,  be  considered  an  approved  practice  for  pricing 
proposals  or  accumulating  and  reporting  contract  perfor¬ 
mance  cost  data.  Generally,  the  ACO  shall  furnish  the  con¬ 
tractor  notification  of  adequacy  or  inadequacy  within  30  days 
after  the  Disclosure  Statement  has  been  received  by  the 
ACO. 
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(b)  Compliance  determination.  After  the  notification  of 
adequacy,  the  auditor  shall  conduct  a  detailed  compliance 
review  to  determine  whether  or  not  the  disclosed  practices 
comply  with  Part  31  and  the  CAS  and  shall  advise  the  ACO 
of  the  results.  The  ACO  shall  take  action  regarding  non- 
compliance  with  CAS  under  FAR  30.602-2.  The  ACO  may 
require  a  revised  Disclosure  Statement  and  adjustment  of 
the  prime  contract  price  or  cost  allowance.  Noncompliance 
with  Part  31  shall  be  processed  separately,  in  accordance 
with  normal  administrative  practices. 

30.202-8  Subcontractor  Disclosure  Statements. 

(a)  The  contractor  or  higher  tier  subcontractor  is  respon¬ 
sible  for  administering  the  CAS  requirements  contained  in 
subcontracts. 

(b)  If  the  subcontractor  has  previously  furnished  a 
Disclosure  Statement  to  an  ACO,  the  subcontractor  may 
satisfy  the  submission  requirement  by  identifying  to  the  con¬ 
tractor  or  higher  tier  subcontractor  the  ACO  to  whom  it 
was  submitted. 

(c) (1)  If  the  subcontractor  considers  the  Disclosure  State¬ 
ment  (or  other  similar  information)  privileged  or  confiden¬ 
tial,  the  subcontractor  may  submit  it  directly  to  the  ACO 
and  auditor  cognizant  of  the  subcontractor,  notifying  the 
contractor  or  higher  tier  subcontractor.  A  preaward  deter¬ 
mination  of  adequacy  is  not  required  in  such  cases.  Instead, 
the  ACO  cognizant  of  the  subcontractor  shall  (i)  notify  the 
auditor  that  the  adequacy  review  will  be  performed  during 
the  postaward  compliance  review  and,  upon  completion,  (ii) 
notify  the  subcontractor,  the  contractor  or  higher  tier  sub¬ 
contractor,  and  the  cognizant  ACO’s  of  the  findings. 

(2)  Even  though  a  Disclosure  Statement  is  not  required, 
a  subcontractor  may  (i)  claim  that  CAS-related  reviews 
by  contractors  or  higher  tier  subcontractors  would  reveal 
proprietary  data  or  jeopardize  the  subcontractor's  com¬ 
petitive  position  and  (ii)  request  that  the  Government  per¬ 
form  the  required  reviews. 

(d)  When  the  Government  requires  determinations  of  ade¬ 
quacy  or  inadequacy,  the  ACO  cognizant  of  the  subcon¬ 
tractor  shall  make  such  recommendation  to  the  ACO  cogni¬ 
zant  of  the  prime  contractor  or  next  higher  tier  subcontrac¬ 
tor.  ACO's  cognizant  of  higher  tier  subcontractors  or  prime 
contractors  shall  not  reverse  the  determination  of  the  ACO 
cognizant  of  the  subcontractor. 

(e)  Postaward  submission  of  the  subcontractor's 
Disclosure  Statement  must  be  approved  by  the  ACO  hav¬ 
ing  cognizance  of  the  prime  contractor.  Before  authorizing 
postaward  submission,  the  ACO  shall  coordinate  with  the 
ACO  cognizant  of  the  subcontractor  to  ensure  that  this  ac¬ 
tion  will  not  have  an  adverse  impact  on  other  contracts  and 
subcontracts  subject  to  the  CAS  requirements,  and  with  the 
contracting  officer  to  obtain  the  information  needed  to  make 
the  required  written  determination. 

(0  Any  determination  that  it  is  impractical  to  secure  a 
subcontractor's  Disclosure  Statement  must  be  made  in  ac¬ 
cordance  with  30.202-2. 
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30.301  Definitions. 

The  definitions  set  forth  in  section  3 1 .001  also  apply  to 
this  part. 

"Actual  cost,"  as  used  in  this  part,  means  an  amount 
determined  on  the  basis  of  cost  incurred  as  distinguished 
from  forecasted  cost.  Actual  cost  includes  standard  cost 
properly  adjusted  for  applicable  variance. 

“Asset  accountability  unit,”  as  used  in  this  part,  means 
a  tangible  capital  asset  which  is  a  component  of  plant  and 
equipment  that  is  capitalized  when  acquired  or  whose 
replacement  is  capitalized  when  the  unit  is  removed, 
transferred,  sold,  abandoned,  demolished,  or  otherwise 
disposed  of. 

“Assignment  of  cost  to  cost  accounting  periods.”  (See 
30.302-  1(b).) 

“Bid  and  proposal  (B&P)  cost,”  as  used  in  this  part, 
means  the  cost  incurred  in  preparing,  submitting,  or  sup¬ 
porting  any  bid  or  proposal  which  effort  is  neither  spon¬ 
sored  by  a  grant,  nor  required  in  the  performance  of  a 
contract. 

"CAS-covered  contract,”  as  used  in  this  part,  means  any 
negotiated  contract  or  subcontract  in  which  a  CAS  clause 
is  required  to  be  included. 

"Category  of  material,”  as  used  in  this  part,  means  a 
particular  kind  of  goods,  comprised  of  identical  or  inter¬ 
changeable  units,  acquired  or  produced  by  a  contractor, 
which  are  intended  to  be  sold,  or  consumed  or  used  in  the 
performance  of  either  direct  or  indirect  functions. 

“Change  to  a  cost  accounting  practice.”  (See  30.302-2.) 

“Cost  accounting  practice.”  (See  30.302-1.) 

“Cost  objective,”  as  used  in  this  part,  means  a  function, 
organizational  subdivision,  contract,  or  other  work  unit  for 
which  cost  data  are  desired  and  for  which  provision  is  made 
to  accumulate  and  measure  the  cost  of  processes,  products, 
jobs,  capitalized  projects,  etc. 

"Currently  performing,”  as  used  in  this  part,  means  that 
a  contractor  has  been  awarded  a  contract,  but  has  not  yet 
received  notification  of  final  acceptance  of  all  supplies,  ser¬ 
vices,  and  data  deliverable  under  the  contract  (including 
options). 

“Defense  contractor,”  as  used  in  this  part,  means  any 
person  who  enters  into  a  contract  with  the  United  States 
for  the  production  of  material  or  the  performance  of  ser¬ 
vices  for  the  national  defense. 

“Defense  subcontractor,”  as  used  in  this  part,  means  any 
person  other  than  the  United  States  who  contracts,  at  any 
tier,  to  perform  any  part  of  a  defense  contractor's  contract 

“Direct  cost,”  as  used  in  this  part,  means  any  cost  which 
is  identified  specifically  with  a  particular  final  cost  objec¬ 
tive.  Direct  costs  are  not  limited  to  items  which  arc  incor¬ 
porated  in  the  end  product  as  material  of  labor.  Costs 
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identified  specifically  with  a  contract  are  direct  costs  of  that 
contract.  All  costs  identified  specifically  with  other  final 
cost  objectives  of  the  contractor  are  direct  costs  of  those 
cost  objectives. 

“Disclosure  statement,”  as  used  in  this  part,  means  the 
Disclosure  Statement  required  by  30.202-1. 

“Entitlement,”  as  used  in  this  part,  means  an  employee’s 
right  whether  conditional  or  unconditional  to  receive  a  deter¬ 
minable  amount  of  compensated  personnel  absence,  or  pay 
in  lieu  thereof. 

“Established  catalog  or  market  price  of  commercial  items 
sold  in  substantial  quantities  to  the  general  public”  is  as 
defined  in  15.804-3(c). 

“Funded  pension  cost,”  as  used  in  this  part,  means  the 
portion  of  pension  costs  for  a  current  or  prior  cost 
accounting  period  that  has  been  paid  to  a  funding  agency 
or,  under  a  pay-as-you-go  plan  to  plan  participants  or 
beneficiaries. 

"Funding  agency,”  as  used  in  this  part,  means  an 
organization  or  individual  which  provides  facilities  to  receive 
and  accumulate  assets  to  be  used  either  for  the  payment  of 
benefits  under  a  pension  plan,  or  for  the  purchase  of  such 
benefits. 

“Indirect  cost,”  as  used  in  this  part,  means  any  cost  not 
directly  identified  with  a  single  final  cost  objective,  but  iden¬ 
tified  with  two  or  more  final  cost  objectives  or  with  at  least 
one  intermediate  cost  objective. 

“Indirect  cost  pool,”  as  used  in  this  part,  means  a  group¬ 
ing  of  incurred  costs  identified  with  two  or  more  objectives 
but  not  identified  specifically  with  any  final  cost  objective. 

“Material  inventory  record,”  as  used  in  this  part,  means 
any  record  used  for  the  accumulation  of  actual  or  standard 
costs  of  a  category  of  material  recorded  as  an  asset  for  subse¬ 
quent  cost  allocation  to  one  or  more  cost  objectives. 

“Measurement  of  cost."  (See  30.302-l(a).) 

“Multiemployer  pension  plan,”  as  used  in  this  part, 
means  a  plan  to  which  more  than  one  employer  contributes 
and  which  is  maintained  pursuant  to  one  or  more  collective 
bargaining  agreements  between  an  employee  organization 
and  more  than  one  employer . 

“Negotiated  subcontract,”  as  used  in  this  part,  means  any 
subcontract  except  a  firm  fixed-priced  subcontract  made  by 
a  contractor  or  subcontractor  after  receiving  offers  from  at 
least  two  persons  not  associated  with  each  other  or  with 
such  contractor  or  subcontractor,  providing  (a)  the  solicita¬ 
tion  to  all  competitors  is  identical,  (b)  price  is  the  only  con¬ 
sideration  in  selecting  the  subcontractor  from  among  the 
competitors  solicited,  and  (c)  the  lowest  offer  received  in 
compliance  with  the  solicitation  from  among  those  solicited 
is  accepted. 

“Net  awards,”  as  used  in  this  part,  means  the  total 
obligated  value  of  negotiated  national  defense  prime  con¬ 
tract  and  subcontract  awards  received  during  the  reporting 
period  minus  cancellations,  terminations,  and  other  related 
credit  transactions. 


“Operating  revenue,”  as  used  in  this  part,  means  amounts 
accrued  or  charged  to  customers,  clients,  and  tenants,  for 
the  sale  of  products  manufactured  or  purchased  for  resale, 
for  services,  and  for  rental  of  property  held  primarily  for 
leasing  to  others.  It  includes  both  reimbursable  costs  and 
fees  under  cost-type  contracts  and  percentage-of-completion 
sales  accruals,  except  it  includes  only  the  fee  for  manage¬ 
ment  contracts  under  which  the  contractor  acts  essentially 
as  an  agent  of  the  Government  in  the  erection  or  operation 
of  Government-owned  facilities.  It  excludes  incidental 
interest,  dividends,  royalty,  and  rental  income  and  proceeds 
from  the  sale  of  assets  used  in  the  business. 

“Production  unit,”  as  used  in  this  part,  means  a  group¬ 
ing  of  activities  which  either  uses  homogeneous  inputs  of 
direct  material  and  direct  labor  or  yields  homogeneous  out¬ 
puts  such  that  costs  or  statistics  related  to  these  homogeneous 
inputs  or  outputs  are  appropriate  as  bases  for  allocating 
variances. 

“Repairs  and  maintenance,”  as  used  in  this  part,  means 
the  total  endeavor  to  obtain  the  expected  service  during  the 
life  of  tangible  capital  assets.  Maintenance  is  the  regularly 
recurring  activity  of  keeping  assets  in  normal  or  expected 
operating  condition.  Repair  is  the  activity  of  putting  them 
back  into  normal  or  expected  operating  condition. 

“Reporting  costs,”  as  used  in  this  part,  is  the  provision 
of  cost  information  to  others.  The  reporting  of  costs  involves 
selecting  relevant  cost  data  and  presenting  it  in  an  intelligi¬ 
ble  manner  for  use  by  the  recipient. 

“Small  business,”  as  used  in  this  part,  means  any  con¬ 
cern,  firm,  person,  corporation,  partnership,  cooperative, 
or  other  business  enterprise  which,  under  15  U.S.C. 
637(b)(6)  and  the  rules  and  regulations  of  the  Small  Business 
Administration  in  Part  121  of  Title  13  of  the  Code  of  Federal 
Regulations,  is  determined  to  be  a  small  business  concern 
for  the  purpose  of  Government  contracting. 

30.302  Definitions,  explanations,  and  illustrations  of 
the  terms,  “cost  accounting  practice”  and 
“change  to  a  cost  accounting  practice.” 

30.302-1  Cost  accounting  practice. 

“Cost  accounting  practice,”  as  used  in  this  part,  means 
any  disclosed  or  established  accounting  mctiiod  or  technique 
which  is  used  for  allocation  of  cost  to  cost  objectives,  assign¬ 
ment  of  cost  to  cost  accounting  periods,  or  measurement 
of  cost. 

(a)  “Allocation  of  cost  to  cost  objectives,”  as  used  in 
this  part,  includes  both  direct  and  indirect  allocation  of  cost. 
Examples  of  cost  accounting  practices  involving  allocation 
of  cost  to  cost  objectives  are  the  accounting  methods  or 
techniques  used  to  accumulate  cost,  to  determine  whether 
a  cost  is  to  be  directly  or  indirectly  allocated  to  determine 
the  composition  of  cost  pools,  and  to  determine  the  selec¬ 
tion  and  composition  of  the  appropriate  allocation  base. 
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“Assignment  of  cost  to  cost  accounting  periods,”  as  used 
in  this  part,  refers  to  a  method  or  technique  used  in  deter¬ 
mining  the  amount  of  cost  to  be  assigned  to  individual  cost 
accounting  periods.  Examples  of  cost  accounting  practices 
which  involve  the  assignment  of  cost  to  cost  accounting 
periods  are  requirements  for  the  use  of  specified  accrual 
basis  accounting  or  cash  basis  accounting  for  a  cost  element. 

(c)  “Measurement  of  cost,”  as  used  in  this  part,  encom¬ 
passes  accounting  methods  and  techniques  used  in  defining 
the  components  of  cost,  determining  the  basis  for  cost 
measurement,  and  establishing  criteria  for  use  of  alternative 
cost  measurement  techniques.  The  determination  of  the 
amount  paid  or  a  change  in  the  amount  paid  for  a  unit  of 
goods  and  services  is  not  a  cost  accounting  practice.  Ex¬ 
amples  of  cost  accounting  practices  which  involve  measure¬ 
ment  of  costs  are— 

(1)  The  use  of  either  historical  cost,  market  value,  or 
present  value; 

(2)  The  use  of  standard  cost  or  actual  cost;  or 

(3)  The  designation  of  those  items  of  cost  which  must 
be  included  or  excluded  from  tangible  capital  assets  or 
pension  cost. 

30.302- 2  Change  to  a  cost  accounting  practice. 
“Change  to  a  cost  accounting  practice,”  as  used  in  this 

part,  means  any  alteration  in  a  cost  accounting  practice,  as 
defined  in  30.302-1,  whether  or  not  such  practices  are 
covered  by  a  Disclosure  Statement,  except  for  the  following; 

(a)  The  initial  adoption  of  a  cost  accounting  practice  for 
the  first  time  a  cost  is  incurred,  or  a  function  is  created, 
is  not  a  change  in  cost  accounting  practice.  The  partial  or 
total  elimination  of  a  cost  or  the  cost  of  a  function  is  not 
a  change  in  cost  accounting  practice.  As  used  here,  func¬ 
tion  is  an  activity  or  group  of  activities  that  is  identifiable 
in  scope  and  has  a  purpose  or  end  to  be  accomplished. 

(b)  The  revision  of  a  cost  accounting  practice  for  a  cost 
which  previously  had  been  immaterial  is  not  a  change  in 
cost  accounting  practice. 

30.302- 3  Illustrations  of  changes  which  meet  the 
definition  of  “change  to  a  cost  accounting 
practice.” 

(a)  The  method  or  technique  used  for  measuring  costs 
has  been  changed. 

Description  Accounting  treatment 

(1)  Contractor  changes  its  (l)(i)  Before  change:  The 
actuarial  cost  method  for  contractor  computed  pen¬ 
computing  pension  costs,  sion  costs  using  the  ag¬ 
gregate  cost  method. 

(ii)  After  change:  The  con¬ 
tractor  computes  pension 
cost  using  the  unit  credit 
method. 


Description  Accounting  treatment 

(2)  Contractor  uses  stan-  (2)(i)  Before  change:  Con- 
dard  costs  to  account  for  its  tractor’s  direct  labor  cost 
direct  labor.  Labor  cost  at  was  measured  with  onl 
standard  was  computed  by  one  component  set  at 
multiplying  labor-time  standard, 
standard  by  actual  labor  (ii)  After  change:  Contrac- 
rates.  The  contractor  tor’s  direct  iabor  cost  is 
changes  the  computation  measured  with  both  the 
by  multiplying  labor-time  time  and  rate  components 
standard  by  labor-rate  set  at  standard, 
standard. 

(b)  The  method  or  technique  used  for  assignment  of  cost 
to  cost  accounting  periods  has  been  changed. 

Description  Accounting  treatment 

(1)  Contractor  changes  his  (l)(i)  Before  change:  Items 

established  criteria  for  having  acquisition  costs  of 
capitalizing  certain  classes  between  $200  and  $400  per 
of  tangible  capital  assets  unit  were  capitalized  and 
whose  acquisition  costs  depreciated  over  a  number 
totaled  $1  million  per  cost  of  cost  accounting  periods, 
accounting  period.  (ii)  After  change :  The  con¬ 

tractor  charges  the  value  of 
assets  costing  between 
$200  and  $400  per  unit  to 
an  indirect  expense  pool 
which  is  allocated  to  the 
cost  objectives  of  the  cost 
accounting  period  in  which 
the  cost  was  incurred. 

(2)  Contractor  changes  his  (2)(i)  Before  change:  The 

methods  for  computing  contractor  assigned  depre¬ 
depreciation  for  a  class  of  ciation  costs  to  cost  ac- 
assets.  counting  periods  using  an 

accelerated  method. 

(ii)  After  change:  The  con¬ 
tractor  assigns  depreciation 
costs  to  cost  accounting 
periods  using  the  straight 
line  method. 

(3)  Contractor  changes  his  (3)(i)  Before  change:  The 

general  method  of  deter-  contractor  identified  the 
minating  asset  lives  for  cost  accounting  periods  to 
classes  of  assets  acquired  which  the  cost  of  tangible 
prior  to  the  effective  date  capital  assets  would  be 
of  CAS  409.  assigned  using  guideline 

class  lives  provided  in  IRS 
Rev.  Pro.  72-10. 
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Description  Accounting  treatment 

(ii)  After  change:  The  con¬ 
tractor  changes  the  method 
by  which  he  identipr .  he 
cost  accounting  periods  to 
which  the  costs  of  tangible 
assets  will  be  assigned.  He 
now  uses  the  expected  ac¬ 
tual  lives  based  on  past 
usage. 

(c)  The  method  or  technique  used  for  allocating  costs  has 
been  changed. 

Description  Accounting  treatment 

(1)  Contractor  changes  his  (l)(i)  Before  change:  The 
method  of  allocating  G&A  contractor  operating  under 
expenses  under  the  re-  Cost  Accounting  Standard 
quirements  of  Cost  Ac-  410  has  been  allocating  his 
counting  Standard  410.  general  and  administrative 

expense  pool  to  final  cost 
objectives  on  a  total  cost 
input  base  in  compliance 
with  the  standard.  The  con¬ 
tractor’s  business  changes 
substantially  such  that  there 
are  significant  new  projects 
which  have  only  insignifi¬ 
cant  quantities  of  material. 

(ii)  After  change:  After  the 
addition  of  the  new  work, 
an  evaluation  of  the 
changed  circumstances 
reveals  that  the  continued 
use  of  a  total  cost  input 
base  would  result  in  a 
significant  distortion  in  the 
allocation  of  the  G&A  ex¬ 
pense  pool  in  relation  to 
the  benefits  received.  To 
remain  in  compliance  with 
Standard  410,  the  contrac¬ 
tor  alters  his  G&A  alloca¬ 
tion  base  from  a  total  cost 
input  base  to  a  value  added 
base. 

(2)  The  contractor  changes  (2)(i)  Before  change:  The 

the  accounting  for  hard-  contractor  allocated  the 
ware  common  to  all  cost  of  purchased  or 
projects.  requisitioned  hardware 

directly  to  projects.  _ 


Description  Accounting  treatment 

(ii)  After  change:  The  con¬ 
tractor  charges  ihe  cost  of 
purchased  or  requisitioned 
hardware  to  an  indirect  ex¬ 
pense  pool  which  is 
allocated  to  projects  using 
an  appropriate  allocation 
base. 

(3)  The  contractor  merges  (3)(i)  Before  change:  In 
operating  segments  A  and  segment  A,  the  costs  of  ihe 
B  which  use  different  cost  manufacturing  overhead 
accounting  practices  in  ac-  pool  have  been  allocated  to 
counting  for  manufacturing  final  cost  objectives  using 
overhead  costs.  a  direct  labor  hours  base; 

in  segment  B,  the  costs  of 
the  manufacturing  over¬ 
head  pool  have  been 
allocated  to  final  cost  ob¬ 
jectives  using  a  direct  labor 
dollars  base. 

(ii)  After  change:  As  a 
result  of  the  merger  of 
operations,  the  combined 
segment  decides  to  allocate 
the  cost  of  the  manufactur¬ 
ing  overhead  pool  to  all 
final  cost  objectives,  using 
a  direct  labor  dollars  base. 
Thus,  for  those  final  cost 
objectives  referred  to  in 
segment  A,  the  cost  of  the 
manufacturing  overhead 
pool  will  be  allocated  to  the 
final  cost  objectives  of  seg¬ 
ment  A  using  a  direct  labor 
dollars  base  instead  of  a 
direct  labor  hours  base. 

30.302-4  Illustrations  of  changes  which  do  not  meet 
the  definition  of  “Change  to  a  cost  accounting 
practice.” 

Description  Accounting  treatment 

(a)  Changes  in  the  interest  (a)  Adopting  the  increase 
rate  levels  in  the  national  (decrease)  in  the  interest 
economy  have  invalidated  ra*e  actuarial  assumption  is 
the  prior  actuarial  assump-  001  a  change  in  cost  ac¬ 
tion  with  respect  to  an-  counting  practice, 
ticipated  investment  earn¬ 
ings.  The  pension  plan  ad¬ 
ministrators  adopted  an  in¬ 
creased  (decreased)  interest 
rate  actuarial  assumption. 
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Description 

The  company  allocated  the 
resulting  pension  costs  to 
all  final  cost  objectives. 

<b)  The  basic  benefit 

amount  for  a  company’s 
pension  plan  is  increased 
from  $8  to  $10  per  year  of 
credited  service.  The 
change  increases  the  dollar 
amount  of  pension  cost 
allocated  to  all  final  cost 
objectives. 

(c)  A  contractor  who  has 
never  paid  pensions 
establishes  for  the  first  time 
a  pension  plan.  Pension 
costs  for  the  first  year 
amounted  to  $3.5  million. 

(d)  A  contractor  main¬ 
tained  a  Deferred  Incentive 
Compensation  Plan.  After 
several  years’  experience, 
the  plan  was  determined 
not  to  be  attaining  its  ob¬ 
jective,  so  it  was  ter¬ 
minated,  and  no  future  en¬ 
titlements  were  paid. 

(e)  A  contractor  eliminates 
a  segment  that  was  opera¬ 
ted  for  the  purpose  of 
doing  research  for  develop¬ 
ment  of  products  related  to 
nuclear  energy. 


(0  For  a  particular  class  of 
assets  for  which  techno¬ 
logical  changes  have  rarely 
affected  asset  lives,  a  con¬ 
tractor  starts  with  a  5-year 
average  of  historical  lives 
to  estimate  future  lives.  He 
then  considers  techno¬ 
logical  changes  and  likely 
use.  For  the  past  several 


Accounting  treatment 


(b)  The  increase  in  the 
amount  of  the  benefits  is 
not  a  change  in  cost 
accounting  practice. 


(c)  The  initial  adoption  of 
an  accounting  practice  for 
the  first  time  incurrence  of 
a  cost  is  not  a  change  in 
cost  accounting  practice. 

(d)  There  was  a  termina¬ 
tion  of  the  Deferred  Incen¬ 
tive  Compensation  Plan. 
Elimination  of  a  cost  is  not 
a  change  in  cost  accounting 
practice. 


(e)  The  projects  and  ex¬ 
penses  related  to  nuclear 
energy  projects  have  been 
terminated.  No  transfer  of 
these  projects  and  no  fur¬ 
ther  work  in  this  area  is 
planned.  This  is  an 
elimination  of  cost  and  not 
a  change  in  cost  accounting 
practice. 

(0  The  change  in  estimate 
(not  in  method)  is  not  a 
change  in  cost  accounting 
practice.  The  contractor 
has  not  changed  the 
method  or  technique  used 
to  determine  the  estimate. 
The  methodology  applied 
has  indicated  a  change  in 
the  estimated  life,  and  this 


Description 

years  the  process  resulted 
in  an  estimated  future  life 
of  10  years  for  this  class  of 
assets.  This  year  a  techno¬ 
logical  change  leads  to  a 
prediction  of  a  useful  life 
of  7  years  for  the  assets  ac¬ 
quired  this  year  for  the 
class  of  assets. 

(g)  The  marketing  depart¬ 
ment  of  a  segment  has 
reported  directly  to  the 
general  manager  of  the 
segment.  The  costs  of  the 
marketing  department  have 
been  combined  as  part  of 
the  segment’s  G&A  ex¬ 
pense  pool.  The  company 
reorganizes  and  requires 
the  marketing  department 
to  report  directly  to  a  vice 
president  at  corporate 
headquarters. 


Accounting  treatment 

is  not  a  change  in  cost  ac¬ 
counting  practice. 


(g)  After  the  organization 
change  in  the  company’s 
reporting  structure,  the 
parties  agree  that  the  ap¬ 
propriate  recognition  of  the 
beneficial  or  causal  rela¬ 
tionship  between  the  costs 
of  the  marketing  depart¬ 
ment  and  the  segment  is  to 
continue  to  combine  these 
costs  as  part  of  the  seg¬ 
ment’s  G&A  expense  pool. 
Thus,  the  organizational 
change  has  not  resulted  in 
a  change  in  cost  accounting 
practice. 


30.303  Effect  of  filing  Disclosure  Statement. 

(a)  A  disclosure  of  a  cost  accounting  practice  by  a  con¬ 
tractor  does  not  determine  the  allowability  of  particular  items 
of  cost.  Irrespective  of  the  practices  disclosed  by  a  con¬ 
tractor,  the  question  of  whether  or  not,  or  the  extent  to 
which,  a  specific  element  of  cost  is  allowed  under  a  con¬ 
tract  remains  for  consideration  in  each  specific  instance. 
Contractors  are  cautioned  that  the  determination  of  the 
allowability  of  cost  items  will  remain  a  responsibility  of  the 
contracting  officers  pursuant  to  the  provisions  of  the  ap¬ 
plicable  procurement  regulations. 

(b)  The  individual  Disclosure  Statement  may  be  used  in 
audits  of  contracts  or  in  negotiation  of  prices  leading  to  con¬ 
tracts.  The  authority  of  the  audit  agencies  and  the  contracting 
officers  is  in  no  way  abrogated  by  the  material  presented 
by  the  contractor  in  his  Disclosure  Statement.  Contractors 
are  cautioned  that  their  disclosures  must  be  complete  and 
accurate;  the  practices  disclosed  may  have  a  significant  im¬ 
pact  on  ways  in  which  contractors  will  be  required  to  com¬ 
ply  with  Cost  Accounting  Standards. 

30.304  Concurrent  full  and  modified  coverage. 

Contracts  subject  to  full  coverage  may  be  performed 

during  a  period  in  which  a  previously  awarded  contract 
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subject  to  modified  coverage  is  being  performed.  Com¬ 
pliance  with  full  coverage  may  compel  the  use  of  cost  ac¬ 
counting  practices  that  are  not  required  under  modified 
coverage.  Under  these  circumstances  the  cost  accounting 
practices  applicable  to  contracts  subject  to  modified  coverage 
need  not  be  changed.  Any  resulting  differences  in  practices 
between  contracts  subject  to  full  coverage  and  those  sub¬ 
ject  to  modified  coverage  shall  not  constitute  a  violation  of 
30.401  and  30.402.  This  principle  also  applies  to  contracts 
subject  to  modified  coverage  being  performed  during  a 
period  in  which  a  previously  awarded  contract  subject  to 
full  coverage  is  being  performed. 

30.305  Materiality. 

In  determining  whether  amounts  of  cost  are  material  or 
immaterial,  the  following  criteria  shall  be  considered  where 
appropriate;  no  one  criterion  is  necessarily  determinative: 

(a)  The  absolute  dollar  amount  involved.  The  larger  the 
dollar  amount,  the  more  likely  that  it  will  be  material. 

(b)  The  amount  of  contract  cost  compared  with  the  amount 
under  consideration.  The  larger  the  proportion  of  the  amount 
under  consideration  to  contract  cost,  the  more  likely  it  is 
to  be  material. 

(c)  The  relationship  between  a  cost  item  and  a  cost  ob¬ 
jective.  Direct  cost  items,  especially  if  the  amounts  are 
themselves  part  of  a  base  for  allocation  of  indirect  costs, 
will  normally  have  more  impact  than  the  same  amount  of 
indirect  costs. 

(d)  The  impact  on  Government  funding.  Changes  in  ac¬ 
counting  treatment  will  have  more  impact  if  they  influence 
the  distribution  of  costs  between  Government  and  non- 
Government  cost  objectives  than  if  all  cost  objectives  have 
Government  financial  support. 

(e)  The  cumulative  impact  of  individually  immaterial  items. 
It  is  appropriate  to  consider  whether  such  impacts  (1)  tend 
to  offset  one  another,  or  (2)  tend  to  be  in  the  same  direc¬ 
tion  and  hence  to  accumulate  into  a  material  amount. 

(0  The  cost  of  administrative  processing  of  the  price  ad¬ 
justment  modification  shall  be  considered.  If  the  cost  to  pro¬ 
cess  exceeds  the  amount  to  be  recovered,  it  is  less  likely 
the  amount  will  be  material. 

30.306  Interpretations. 

In  determining  amounts  of  increased  costs  in  the  clauses 
at  52.230-3,  Cost  Accounting  Standards,  and  52.230-5, 
Disclosure  and  Consistency  of  Cost  Accounting  Practices, 
the  following  considerations  apply: 

(a)  Increased  costs  shall  be  deemed  to  have  resulted 
whenever  the  cost  paid  by  the  Government  results  from  a 
change  in  a  contractor's  cost  accounting  practices  or  from 
failure  to  comply  with  applicable  Cost  Accounting  Stan¬ 
dards,  and  such  cost  is  higher  than  it  would  have  been  had 
the  practices  not  been  changed  or  applicable  Cost 
Accounting  Standards  complied  with. 
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(b)  If  the  contractor  under  any  fixed-price  contract,  in¬ 
cluding  a  firm  fixed-price  contract,  fails  during  contract  per¬ 
formance  to  follow  its  cost  accounting  practices  or  to  com¬ 
ply  with  applicable  Cost  Accounting  Standards,  increased 
costs  are  measured  by  the  difference  between  the  contract 
price  agreed  to  and  the  contract  price  that  would  have  been 
agreed  to  had  the  contractor  proposed  in  accordance  with 
the  cost  accounting  practices  used  during  contract  perfor 
mance.  The  determination  of  the  contract  price  that  would 
have  been  agreed  to  will  be  left  to  the  contracting  parties 
and  will  depend  on  the  circumstances  of  each  case. 

(c)  The  Government  policy  underlying  this  interpretation 
is  that  the  United  States  not  pay  increased  costs,  including 
a  profit  enlarged  beyond  that  in  the  contemplation  of  the 
parties  to  the  contract  when  the  contract  costs,  price,  or 
profit  is  negotiated,  by  reason  of  a  contractor’s  failure  to 
use  applicable  Cost  Accounting  Standards,  or  to  follow  con¬ 
sistently  its  cost  accounting  practices.  In  making  price  ad¬ 
justments  under  the  Cost  Accounting  Standard  clause  at 
52.230-3  in  fixed  price  or  cost  reimbursement  incentive  con¬ 
tracts,  or  contracts  providing  for  prospective  or  retroactive 
price  redetermination,  the  Federal  agency  shall  apply  this 
requirement  appropriately  in  the  circumstances. 

(d)  The  contractor  and  the  contracting  officer  may  enter 
into  an  agreement  as  contemplated  by  subdivision  (a)(4)(ii) 
of  the  Cost  Accounting  Standards  clause  at  52.230-3,  cover¬ 
ing  a  change  in  practice  proposed  by  the  Government  or 
the  contractor  for  all  of  the  contractor’s  contracts  for  which 
the  contracting  officer  is  responsible,  provided  that  the 
agreement  does  not  permit  any  increase  in  the  cost  paid  by 
the  Government.  Such  agreement  may  be  made  final  and 
binding,  notwithstanding  the  fact  that  experience  may  subse¬ 
quently  establish  that  the  actual  impact  of  the  change  dif¬ 
fered  from  that  agreed  to. 

(e)  An  adjustment  to  the  contract  price  or  of  cost 
allowances  pursuant  to  the  Cost  Accounting  Standards  clause 
at  52.230-3  may  not  be  required  when  a  change  in  cost  ac¬ 
counting  practices  or  a  failure  to  follow  Standards  or  cost 
accounting  practices  is  estimated  to  result  in  increased  costs 
being  paid  under  a  particular  contract  by  the  United  States. 
This  circumstance  may  arise  when  a  contractor  is  perform¬ 
ing  two  or  more  covered  contracts,  and  the  change  or  failure 
affects  all  such  contracts.  The  change  or  failure  may  in¬ 
crease  the  cost  paid  under  one  or  more  of  the  contracts, 
while  decreasing  the  cost  paid  under  one  or  more  of  the 
contracts.  In  such  case,  the  Government  will  not  require 
price  adjustment  for  any  increased  costs  paid  by  the  United 
States,  so  long  8S  the  cost  decreases  under  one  or  more  con¬ 
tracts  are  at  least  equal  to  the  increased  cost  under  the  other 
affected  contracts,  provided  that  the  contractor  and  the  af¬ 
fected  contracting  officers  agree  on  the  method  by  which 
the  price  adjustments  are  to  be  made  for  all  affected  con¬ 
tracts.  In  this  situation,  the  contracting  agencies  would,  of 
course,  require  an  adjustment  of  the  contract  price  or  cost 
allowances,  as  appropriate,  to  the  extent  that  the  increases 
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under  certain  contracts  were  not  offset  by  the  decreases 
under  the  remaining  contracts. 

30.307  Cost  Accounting  Standards  Preambles. 

Following  Part  30,  an  Appendix  containing  the 
nonregulatory  preambles  to  the  Cost  Accounting  Standards 
and  preambles  to  related  Rules  and  Regulations  is  provided 
in  the  looseleaf  edition  only.  The  preambles  are  not 
regulatory,  but  are  intended  to  explain  why  the  Standards 
and  related  Rules  and  Regulations  were  written,  and  to  pro¬ 
vide  rationale  for  positions  taken  relative  to  issues  raised 
in  the  public  comments.  The  preambles  are  printed  in 
chronological  order  to  provide  an  administrative  history. . 
As  revisions  are  made  to  Part  30,  preambles  will  be 
published  under  the  FAR  system.  Part  I,  Preambles  to  the 
Cost  Accounting  Standards,  and  Part  II,  Preambles  to  the 
Related  Rules  and  Regulations  published  by  the  Cost 
Accounting  Standards  Board,  were  originally  published  in 
Title  4  of  the  Code  of  Federal  Regulations.  Part  III  is 
reserved  for  preambles  to  be  published  under  the  FAR 
system. 

SIJBPART  30.4-COST  ACCOUNTING 
STANDARDS 

30.400  General. 

This  subpart  contains  the  Cost  Accounting  Standards 
(CAS).  The  requirements  for  use  of  these  Standards  are  con¬ 
tained  in  Subpart  30.2.  Normal  FAR  numbering  conven¬ 
tions  are  modified  in  ?>>bpart  30.4  to  maintain  the  original 
CAS  numbering  and  referencing  scheme.  For  example,  CAS 
401  now  reads  30.401. 

30.401  Cost  accounting  standard— consistency  in 

estimating,  accumulating  and  reporting  costs. 

30.401- 10  Reserved. 

30.401- 20  Purpose. 

The  purpose  of  this  Cost  Accounting  Standard  is  to  en¬ 
sure  that  each  contractor’s  practices  used  in  estimating  costs 
for  a  proposal  are  consistent  with  cost  accounting  practices 
used  by  him  in  accumulating  and  reporting  costs.  Consisten¬ 
cy  in  the  application  of  cost  accounting  practices  is  necessary 
to  enhance  the  likelihood  that  comparable  transactions  are 
treated  alike.  With  respect  to  individual  contracts,  the  con¬ 
sistent  application  of  cost  accounting  practices  will  facilitate 
the  preparation  of  reliable  cost  estimates  used  in  pricing  a 
proposal  and  their  comparison  with  the  costs  of  performance 
of  the  resulting  contract.  Such  comparisons  provide  one  im¬ 
portant  basis  for  financial  control  over  costs  during  con¬ 
tract  performance  and  aid  in  establishing  accountability  for 
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costs  in  the  manner  agreed  to  by  both  parties  at  the  time 
of  contracting.  The  comparisons  also  provide  an  improved 
basis  for  evaluating  estimating  capabilities. 

30.401- 30  Reserved. 

30.401- 40  Fundamental  requirement. 

(a)  A  contractor’s  practices  used  in  estimating  costs  in 
pricing  a  proposal  shall  be  consistent  with  his  cost  account¬ 
ing  practices  used  in  accumulating  and  reporting  costs. 

(b)  A  contractor’s  cost  accounting  practices  used  in  ac¬ 
cumulating  and  reporting  actual  costs  for  a  contract  shall 
be  consistent  with  his  practices  used  in  estimating  costs  in 
pricing  the  related  proposal. 

(c)  The  grouping  of  homogeneous  costs  in  estimates 
,  prepared  for  proposal  purposes  shall  not  per  se  be  deemed 

an  inconsistent  application  of  cost  accounting  practices  under 
paragraphs  (a)  and  (b)  of  this  section  when  such  costs  are 
accumulated  and  reported  in  greater  detail  on  an  actual  cost 
basis  during  contract  performance. 

30.401- 50  Techniques  for  application. 

(a)  The  standard  allows  grouping  of  homogeneous  costs 
in  order  to  cover  those  cases  where  it  is  not  practicable  to 
estimate  contract  costs  by  individual  cost  element  or  func¬ 
tion.  However,  costs  estimated  for  proposal  purposes  shall 
be  presented  in  such  a  manner  and  in  such  detail  that  any 
significant  cost  can  be  compared  with  the  actual  cost  ac¬ 
cumulated  and  reported  therefor.  In  any  event  the  cost  ac¬ 
counting  practices  used  in  estimating  costs  in  pricing  a  pro¬ 
posal  and  in  accumulating  and  reporting  costs  on  the 
resulting  contract  shall  be  consistent  with  respect  to: 

(1)  The  classification  of  elements  or  functions  of  cost  as 
direct  or  indirect;  (2)  the  indirect  cost  pools  to  which  each 
element  or  function  of  cost  is  charged  or  proposed  to  be 
charged;  and  (3)  the  methods  of  allocating  indirect  costs 
to  the  contract. 

(b)  Adherence  to  the  requirement  of  30.401-40(a)  of  this 
standard  shall  be  determined  as  of  the  date  of  award  of  the 
contract,  unless  the  contractor  has  submitted  cost  or  pric¬ 
ing  data  pursuant  to  Pub.  L.  87-653,  in  which  case 
adherence  to  the  requirement  of  30.401-40(a)  shall  be  deter¬ 
mined  as  of  the  date  of  final  agreement  on  price,  as  shown 
on  the  signed  certificate  of  current  cost  or  pricing  data.  Not¬ 
withstanding  30.40I-40(b),  changes  in  established  cost  ac¬ 
counting  practices  during  contract  performance  may  be  made 
in  accordance  with  FAR  Part  30. 

30.401- 60  Illustrations. 

(a)  The  following  examples  are  illustrative  of  applications 
of  cost  accounting  practices  which  are  deemed  to  be 
consistent. 
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SUBPART  30.5— RESERVED. 

SUBPART  30.6— CAS  ADMINISTRATION. 

30.601  Responsibility. 

(a)  The  cognizant  ACO  shall  perform  CAS  administra¬ 
tion  for  all  contracts  in  a  business  unit  notwithstanding  reten¬ 
tion  of  other  administration  functions  by  the  contracting 
officer. 

(b)  Within  30  days  of  the  award  of  any  new  contract  or 
subcontract  subject  to  CAS,  the  contracting  officer,  con¬ 
tractor,  or  subcontractor  making  the  award  shall  request  the 
cognizant  ACO  to  perform  administration  for  CAS  matters 
(see  Subpart  42.2). 

30.602  Changes  to  disclosed  or  established  cost 

accounting  practices. 

Adjustments  to  contracts  for  CAS  noncompliance,  new 
standards,  or  voluntary  changes  are  required  only  if  the 
amounts  involved  are  material.  The  ACO  has  the  right  to 
forego  action  to  adjust  contracts  if  the  amount  involved  is 
not  considered  material;  however,  in  the  case  of  non- 
compliance  issues,  the  ACO  shall  inform  the  contractor  that 

(a)  the  Government  reserves  the  right  to  make  appropriate 
contract  adjustments  if,  in  the  future,  the  ACO  determines 
(hat  the  cost  impact  has  become  material  and  (b)  the  con¬ 
tractor  is  not  excused  from  the  obligation  to  comply  with 
the  applicable  Standard  or  rules  and  regulations  involved. 
In  determining  materiality,  the  ACO  shall  use  the  criteria 
in  30.305. 

30.602-1  Equitable  adjustment  for  new  or  modified 

standards. 

(a)  The  clause  at  32.230-t,  Cost  Accounting  Standards 
Notices  and  Certification  (National  Defense),  requires  of¬ 
ferors  to  state  whether  or  not  the  award  of  the  contemplated 
contract  would  require  a  change  to  established  cost  account¬ 
ing  practices  affecting  existing  contracts  and  subcontracts. 
The  contracting  officer  shall  ensure  that  the  contractor's 
response  to  the  notice  is  made  known  to  the  cognizant  ACO. 

(b)  Contracts  and  subcontracts  containing  the  clause  at 
52.230-3,  Cost  Accounting  Standards,  may  require  equitable 
adjustments  to  comply  with  new  or  modified  CAS.  Such 
adjustments  are  limited  to  contracts  and  subcontracts 
awarded  before  the  effective  date  of  each  new  or  modified 
standard.  A  new  or  modified  standard  becomes  applicable 
prospectively  to  these  contracts  and  subcontracts  when  a 
new  national  defense  contract  or  subcontract  containing  the 
clause  at  52.230-3,  Cost  Accounting  Standards,  is  awarded 
on  or  after  the  effective  date  of  the  new  standard. 

(c)  Contracting  officers  shall  encourage  contractors  to  sub¬ 
mit  to  the  cognizant  ACO  any  change  in  accounting  prac¬ 
tice  in  anticipation  of  complying  with  a  new  or  modified 
standard  as  soon  as  practical  after  the  new  or  modified 
standard  has  been  incorporated  into  the  FAR. 
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(d)  Upon  receipt  of  information  from  the  contractor  in¬ 
dicating  that  un  accounting  change  is  required  to  comply 
with  a  new  or  modified  standard,  the  cognizant  ACO  shall 
review  the  proposed  change  concurrently  for  adequacy  and 
compliance.  If  the  review  indicates  that  the  change  is  both 
adequate  and  in  compliance  (see  30.202-7),  the  contractor 
shall  be  notified  and  reo<.  'ted  to  submit  a  cost  impact  pro¬ 
posal  in  sufficient  detail  to  determine  the  impact  on  each 
CAS-covered  contract  and  subcontract.  The  proposal  shall 
identify  each  additional  standard  and  all  contracts  and  sub¬ 
contracts  containing  the  CAS  clause  and  having  an  award 
date  before  the  effective  dale  of  that  standard.  The  proposal 
shall  be  in  sufficient  detail  to  permit  evaluation,  determina¬ 
tion,  and  negotiation  of  the  cost  impact  upon  each  affected 
contract  and  subcontract  containing  the  clause  at  52.230-3, 
Cost  Accounting  Standards,  and  shall  be  in  the  form  and 
manner  specified  by  the  cognizant  contracting  officer. 

(c)  The  cognizant  ACO  shall  promptly  analyze  the  pro¬ 
posal  with  the  assistance  of  the  auditor,  determine  the  im¬ 
pact,  and  negotiate  the  contract  price  adjustments  on  behalf 
of  all  Government  agencies.  The  ACO  shall  invite  contrac¬ 
ting  offices  to  participate  in  negotiations  of  adjustments  when 
the  price  of  any  of  their  contracts  may  be  increased  or 
decreased  by  $10,000  or  more.  At  the  conclusion  of  negotia¬ 
tions,  the  ACO  shall— 

(1)  Execute  supplemental  agreements  to  contracts  of 
the  ACO’s  own  agency  (and,  if  additional  funds  are  re¬ 
quired,  request  them  from  the  appropriate  contracting 
officer); 

(2)  Prepare  a  negotiation  memorandum  and  send  copies 
to  cognizant  auditors  and  contracting  officers  of  other 
agencies  having  prime  contracts  affected  by  the  negotia¬ 
tion  (those  agencies  shall  execute  supplemental 
agreements  in  the  amounts  negotiated);  and 

(3)  Furnish  copies  of  the  memorandum  indicating  the 
effect  on  costs  to  the  ACO  of  the  next  higher  tier  sub¬ 
contractor  or  prime  contractor,  as  appropriate,  if  a  sub¬ 
contract  is  to  be  udjusted.  This  memorandum  shall  be  (lie 
basis  for  negotiation  between  the  subcontractor  and  the 
next  higher  tier  subcontractor  or  prime  contractor  and 
for  execution  of  a  supplemental  agreement  to  the 
subcontract. 

(0  If  the  contractor  does  not  submit  a  proposal  in  the  form 
and  time  specified  (see  paragraph  (b)  of  the  clause  at 
52.230-4,  Administration  of  Cost  Accounting  Standards,  or 
if  (he  parties  fail  to  agree  concerning  the  cost  impact,  the 
cognizant  ACO,  with  the  assistance  of  the  auditor,  shall 
estimate  the  cost  impact  on  contracts  und  subcontracts  con¬ 
taining  the  clause  at  52.230-3,  Cost  Accounting  Standards. 
The  ACO  shall  request  the  contractor  to  agree  to  the  cost 
or  price  adjustment.  The  ACO  may  withhold  an  amount  not 
to  exceed  10  percent  of  each  subsequent  payment  request 
related  to  the  contractor’s  CAS-covered  prime  contracts, 
which  contain  the  appropriate  withholding  provisions,  un¬ 
til  the  proposal  has  been  furnished  by  the  contractor.  The 
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contractor  shall  also  be  advised  that  in  the  event  no  agree¬ 
ment  on  the  cost  or  price  adjustment  is  reached  within  20 
days,  action  may  be  taken  in  accordance  with  the  clause 
at  S2.233-1,  Disputes.  If  the  ACO  issues  a  unilateral  deter¬ 
mination  under  the  Disputes  clause,  the  ACO  shall  consider 
appropriate  action  to  protect  the  Government's  interests 
under  Subpart  32.6. 

30.602-2  Noncompliance  with  CAS  requirements. 

(a)  Within  15  days  of  the  receipt  of  a  report  of  alleged 
noncompliance  from  the  auditor,  the  cognizant  ACO  shall 
make  an  initial  finding  of  compliance  or  noncompliance  and 
advise  the  auditor. 

(b)  If  an  initial  finding  of  noncompliance  is  made,  the 
ACO  shall  immediately  notify  the  contractor  in  writing  of 
the  exact  nature  of  the  noncompiiance  and  allow  30  days 
within  which  to  agree  or  to  submit  reasons  why  the  existing 
practices  are  considered  to  be  in  compliance. 

(c)  If  the  contractor  agrees  with  the  initial  finding  of 
noncompliance— 

( 1 )  The  contractor  shall  be  required  to  correct  the  non- 
compliance  and  submit  a  complete  description  of  any  ac¬ 
counting  change  and  the  general  dollar  magnitude  of  the 
change  on  all  CAS-covered  contracts  and  subcontracts; 

(2)  The  cognizant  ACO  shall  review  the  accounting 
change  for  adequacy  and  compliance  concurrently  (if  the 
change  is  both  adequate  and  in  compliance,  the  ACO  shall 
notify  the  contractor  and  request  a  cost  impact  proposal); 

(3)  The  cost  impact  proposal  must  identify  all  contracts 
and  subcontracts  containing  the  clause  at  52.230-3,  Cost 
Accounting  Standards,  or  the  clause  at  52.230-5, 
Disclosure  and  Consistency  of  Cost  Accounting  Practices, 
and  shall  be  in  sufficient  detail  to  permit  evaluation  and 
negotiation  of  the  cost  impact  on  each  separate  CAS- 
covered  contract  and  subcontract  from  the  date  of  failure 
to  comply  until  the  noncompliance  is  corrected;  and 

(4)  The  ACO  shall  then  follow  the  procedures  in 

30.602- 1(e). 

(d)  If  the  contractor  disagrees  with  the  initial  non- 
compliance  finding,  the  cognizant  ACO  shall  review  the 
reasons  why  the  contractor  considers  the  existing  practices 
to  be  in  compliance  and  make  a  determination  of  compliance 
or  noncompliance. 

(1)  If  the  ACO  makes  a  determination  of  compliance, 
the  ACO  shall  notify  the  contractor  and  send  a  copy  to 
the  auditor. 

(2)  If  the  ACO  makes  a  determination  of  non- 
compliance,  or  if  the  contractor  fails  to  furnish  the  cost 
impact  proposal,  the  ACO,  with  the  assistance  of  the 
auditor,  shall  determine  the  cost  impact  of  the  non- 
compliance  on  contracts  and  subcontracts  containing  CAS 
clauses.  The  ACO  may  withhold  an  amount  not  to  ex¬ 
ceed  10  percent  of  each  subsequent  payment  request 
related  to  the  contractor’s  CAS-covered  prime  contracts, 
which  contain  the  appropriate  provisions,  until  the  pro¬ 
posal  has  been  furnished  by  the  contractor. 
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(3)  If  the  ACO  determines  that  the  noncompliance 
results  in  material  increased  costs  to  the  Government,  the 
ACO  shall  notify  the  contractor  and  request  agreement 
as  to  the  cost  or  price  adjustment,  together  with  any  ap¬ 
plicable  interest.  The  contractor  shall  also  be  advised  that 
in  the  event  no  agreement  on  the  cost  or  price  adjust¬ 
ment  is  reached  within  20  days,  action  may  be  taken  in 
accordance  with  the  clause  at  52.233-1,  Disputes.  If  the 
ACO  issues  a  unilateral  determination  under  the  Disputes 
clause,  the  ACO  shall  consider  appropriate  action  to  pro¬ 
tect  the  Government’s  interests  under  Subpart  32.6. 

(4)  If  the  ACO’s  estimate  indicates  there  is  no  material 
increase  in  costs  as  a  result  of  the  noncompliance  and 
the  contractor  refuses  to  take  corrective  action,  the  ACO 
shall  notify  the  contractor  in  writing  that  the  contractor 
is  in  noncompliance,  that  corrective  action  should  be 
taken,  and  that  if  such  noncompliance  subsequently  results 
in  materially  increased  costs  to  the  Government,  the  pro¬ 
visions  of  the  clause  at  52.230-3,  Cost  Accounting 
Standards,  and/or  the  clause  at  52.230-5,  Disclosure  and 
Consistency  of  Cost  Accounting  Practices,  will  be 
enforced. 

30.602-3  Voluntary  changes. 

(a)  The  contract  price  may  be  adjusted  for  voluntary 
changes  to  a  contractor’s  Disclosure  Statement  or  cost  ac¬ 
counting  practices.  The  contractor  must  first  notify  the 
cognizant  ACO  by  submission,  not  less  than  60  days  (or 
such  other  date  as  may  be  mutually  agreed  to)  before  pro¬ 
posed  implementation,  of  a  description  of  the  accounting 
change  and  the  general  dollar  magnitude  of  the  change  (in¬ 
cluding  the  sum  of  all  increases  and  the  sum  of  all  decreases) 
for  all  CAS-covered  contracts  and  subcontracts. 

(b)  The  cognizant  ACO  shall  review  the  accounting 
change  concurrently  for  adequacy  and  compliance  (see 
30.202-7).  If  the  change  meets  both  tests,  the  ACO  shall 
so  notify  the  contractor  and  request  that  the  contractor  sub¬ 
mit  a  cost  impact  proposal  identifying  all  contracts  and  sub¬ 
contracts  containing  the  clause  at  52.230-3,  Cost  Account¬ 
ing  Standards,  and  the  clause  at  52.230-5,  Disclosure  and 
Consistency  of  Cost  Accounting  Practices.  The  cost  impact 
proposal  shall  be  in  sufficient  detail  to  allow  evaluation  and 
negotiation  of  the  cost  impact  upon  each  affected  CAS- 
covered  contract  and  subcontract. 

(c)  With  the  assistance  of  the  auditor,  the  ACO  shall 
promptly  analyze  the  cost  impact  proposal  to  determine 
whether  or  not  the  proposed  change  will  result  in  increased 
costs  being  paid  by  the  Government.  The  ACO  shall  con¬ 
sider  all  of  the  contractor’s  affected  CAS-covered  contracts 
and  subcontracts,  but  any  cost  changes  to  higher-tier  sub¬ 
contracts  or  contracts  of  other  contractors  over  and  above 
the  cost  of  the  subcontract  adjustment  shall  not  be  con¬ 
sidered.  Increased  costs  resulting  from  a  voluntary  change 
may  be  allowed  only  if  the  ACO  determines  that  the  change 
is  desirable  and  not  detrimental  to  the  Government.  The 
ACO  shall  then  follow  the  procedures  in  30.602-  1(e). 
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(d)  If  the  contractor  fails  to  submit  a  cost  impact  pro¬ 
posal  in  the  form  and  time  specified  or  if  the  parties  fail 
to  agree  concerning  the  cost  impact,  the  cognizant  ACO, 
with  the  assistance  of  the  auditor,  shall  estimate  the  cost 
impact  on  contracts  and  subcontracts  containing  a  CAS 
clause  and  shall  then  request  the  contractor  to  agree  to  the 
cost  or  price  adjustment.  The  ACO  may  withhold  an  amount 
not  to  exceed  10  percent  of  each  subsequent  payment  re¬ 
quest  related  to  the  contractor’s  CAS-covered  prime  con¬ 
tracts,  which  contain  the  appropriate  withholding  provisions, 
until  the  proposal  has  been  furnished  by  the  contractor.  The 
contractor  shall  also  be  advised  that,  in  the  event  no  agree¬ 
ment  on  the  cost  or  price  adjustment  is  reached  within  20 
days,  action  may  be  taken  in  accordance  with  the  clause 


at  32.233-1,  Disputes.  If  the  ACO  issues  a  unilateral  deter¬ 
mination  under  the  Disputes  clause,  the  ACO  shall  consider 
appropriate  action  to  protect  the  Government's  interests 
under  Subpart  32.6. 

30.603  Subcontract  administration. 

When  a  negotiated  CAS  price  adjustment  or  a  determina¬ 
tion  of  noncompliance  is  required  at  the  subcontract  level, 
the  ACO  cognizant  of  the  subcontractor  shall  make  the  deter¬ 
mination  and  advise  the  ACO  cognizant  of  the  prime  con¬ 
tractor  or  next  higher  tier  subcontractor  of  his  decision. 
ACO’s  cognizant  of  higher  tier  subcontractors  or  prime  con¬ 
tractors  shall  not  reverse  the  determination  of  the  ACO 
cognizant  of  the  subcontractor. 
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52.229- 9  Taxes— Cost-Reimbursement  Contracted 

Nvrith  Foreign  Governments.  / 

As  prescribed  in  29.402-2(b),  insert  the  following  clause 
in  solicitations  and  contracts  when  a  cost-pdimbursement 
contract  wi(h  a  foreign  government  is  contemplated: 
TAXES— cb$T-REIMBURSEMEyT  CONTRACTS 
WITH  FOREIGN  GOVERNMENTS  (APR  1984) 

Any  tax  or  duty  frbm  whicb^he  United  States  Govern¬ 
ment  is  exempt  by  agreerfjatjTwith  the  Government  of . 

[insert  name  of  the  forpefn  goitetwnenfj,  or  from  which  any 
subcontractor  undpi'uiis  contract  r^exempt  under  the  laws 

of  .  [insefTname  of  country ],  snfell  not  constitute  an 

allowablp^ost  under  this  contract. 

y'  (End  of  clause)  n. 

(AV  7-204. 24(b)  1960  JUL) 

52.230- 1  Cost  Accounting  Standards  Notices  and 

Certification  (National  Defense). 

As  prescribed  in  30.201-3,  insert  the  following  provision: 
COST  ACCOUNTING  STANDARDS  NOTICES  AND 
CERTIFICATION  (NATIONAL  DEFENSE)  (SEP  1987) 

Note:  This  notice  does  not  apply  to  small  businesses  or 
foreign  governments. 

This  notice  is  in  four  parts,  identified  by  Roman  numerals 
I  through  IV. 

Offerors  shall  examine  each  part  and  provide  the  requested 
information  in  order  to  determine  Cost  Accounting  Stand¬ 
ards  (CAS)  requirements  applicable  to  any  resultant  contract. 
I.  DISCLOSURE  STATEMENT-COST  ACCOUNTING 
PRACTICES  AND  CERTIFICATION 

(a)  Any  contract  in  excess  of  $100,000  resulting  from  this 
solicitation,  except  contracts  in  which  the  price  negotiated 
is  based  on  ( 1 )  established  catalog  or  market  prices  of  com¬ 
mercial  items  sold  in  substantial  quantities  to  the  general 
public,  or  (2)  prices  set  by  law  or  regulation,  will  be  sub¬ 
ject  to  the  requirements  of  Federal  Acquisition  Regulation 
(FAR)  Subparts  30.3  and  30.4,  except  for  those  contracts 
which  are  exempt  as  specified  in  FAR  30.201-1. 

(b)  Any  offeror  submitting  a  proposal  which,  if  accepted, 
will  result  in  a  contract  subject  to  the  requirements  of  FAR 
Subparts  30.3  and  30.4  must,  as  a  condition  of  contracting, 
submit  a  Disclosure  Statement  as  required  by  FAR  30.202. 
The  Disclosure  Statement  must  be  submitted  as  a  part  of 
the  offeror's  proposal  under  this  solicitation  unless  the  of¬ 
feror  has  already  submitted  a  Disclosure  Statement  disclos¬ 
ing  the  practices  used  in  connection  with  the  pricing  of  this 
proposal.  If  an  applicable  Disclosure  Statement  has  already 
been  submitted,  the  offeror  may  satisfy  the  requirement  for 
submission  by  providing  the  information  requested  in 
paragraph  (c)  of  Part  I  of  this  provision. 

CAUTION:  A  practice  disclosed  in  a  Disclosure  State¬ 
ment  shall  not,  by  virtue  of  such  disclosure,  be  deemed  to 
be  a  proper,  approved,  or  agreed-to  practice  for  pricing  pro¬ 
posals  or  accumulating  and  reporting  contract  performance 
cost  data. 


(c)  Check  the  appropriate  box  below: 

□  (1)  Certificate  of  Concurrent  Submission  of 

Disclosure  Statement. 

The  offeror  hereby  certifies  that,  as  a  part  of  the  offer, 
copies  of  the  Disclosure  Statement  have  been  submitted  as 
follows:  (i)  original  and  one  copy  to  the  cognizant  Ad¬ 
ministrative  Contracting  Officer  (ACO),  and  (ii)  one  copy 
to  the  cognizant  contract  auditor. 

(Disclosure  must  be  on  Form  No.  CASB  DS-1.  Forms 
may  be  obtained  from  the  cognizant  ACO.) 

Date  of  Disclosure  Statement: . 

Name  and  Address  of  Cognizant  ACO  where  filed: .... 

The  offeror  further  certifies  that  practices  used  in 
estimating  costs  in  pricing  this  proposal  are  consistent  with 
the  cost  accounting  practices  disclosed  in  the  Disclosure 
Statement. 

□  (2)  Certificate  of  Previously  Submitted  Disclosure 

Statement. 

The  offeror  hereby  certifies  that  Disclosure  Statement  was 
filed  as  follows: 

Date  of  Disclosure  Statement:  . 

Name  and  Address  of  Cognizant  ACO  where  filed: .... 

The  offeror  further  certifies  that  the  practices  used  in 
estimating  costs  in  pricing  this  proposal  are  consistent  with 
the  cost  accounting  practices  disclosed  in  the  applicable 
disclosure  statement. 

□  (3)  Certificate  of  Monetary  Exemption. 

The  offeror  hereby  certifies  that  the  offeror,  together  with 
ail  divisions,  subsidiaries,  and  affiliates  under  common  con¬ 
trol,  did  not  receive  net  awards  of  negotiated  national 
defense  prime  contracts  and  subcontracts  subject  to  CAS 
totaling  more  than  $10  million  in  the  cost  accounting  period 
immediately  preceding  the  period  in  which  this  proposal  was 
submitted.  The  offeror  further  certifies  that  it  such  status 
changes  before  an  award  resulting  from  this  proposal,  the 
offeror  will  advise  the  Contracting  Officer  immediately. 

□  (4)  Certificate  of  Interim  Exemption. 

The  offeror  hereby  certifies  that  (i)  the  offeror  first  ex¬ 
ceeded  the  monetary  exemption  for  disclosure,  as  defined 
in  (3)  above,  in  the  cost  accounting  period  immediately 
preceding  the  period  in  which  this  offer  was  submitted  and 
(ii)  in  accordance  with  FAR  30.202-1,  the  offeror  is  not 
yet  required  to  submit  a  Disclosure  Statement.  The  offeror 
further  certifies  that  if  an  award  resulting  from  this  pro¬ 
posal  has  not  been  made  within  90  days  after  the  end  of 
that  period,  the  offeror  will  immediately  submit  a  revised 
certificate  to  the  Contracting  Officer,  in  the  form  specified 
under  subparagraphs  (c)(1)  or  (c)(2)  of  Part  I  of  this  provi¬ 
sion,  as  appropriate,  to  verify  submission  of  a  completed 
Disclosure  Statement. 

CAUTION:  Offerors  currently  required  to  disclose 
because  they  were  awarded  a  CAS-covered  national  defense 
prime  contract  or  subcontract  of  $10  million  or  more  in  the 
current  cost  accounting  period  may  not  claim  this  exemp¬ 
tion  (4).  Further,  the  exemption  applies  only  in  connection 
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with  proposals  submitted  before  expiration  of  the  90-day 
period  following  the  cost  accounting  period  in  which  the 
monetary  exemption  was  exceeded. 

II.  COST  ACCOUNTING  STANDARDS— EXEMPTION 
FOR  CONTRACTS  OF  $500,000  OR  LESS 

If  this  proposal  is  expected  to  result  in  the  award  of  a 
contract  of  $500,000  or  less,  the  offeror  shall  indicate 
whether  the  exemption  below  is  claimed.  Failure  to  check 
the  box  below  shall  mean  that  the  resultant  contract  is  sub¬ 
ject  to  CAS  requirements  or  that  the  offeror  elects  to  com¬ 
ply  with  such  requirements. 

□  The  offeror  hereby  claims  an  exemption  from  the 
CAS  requirements  under  the  provisions  of  Federal  Acquisi¬ 
tion  Regulation  (FAR)  30.201-l(b)(7)  and  certifies  that 
notification  of  final  acceptance  of  all  deliverable  items  has 
been  received  on  all  prime  contracts  or  subcontracts  con¬ 
taining  the  Cost  Accounting  Standards  clause  or  the 
Disclosure  and  Consistency  of  Cost  Accounting  Practices 
clause.  The  offeror  further  certifies  that  the  Contracting  Of¬ 
ficer  will  be  immediately  notified  in  writing  when  an  award 
of  any  other  contract  or  subcontract  containing  Cost  Ac¬ 
counting  Standards  clauses  is  received  by  the  offeror  subse¬ 
quent  to  this  certificate  but  before  the  date  of  any  award 
resulting  from  this  proposal. 

III.  COST  ACCOUNTING  STANDARDS— ELIGIBILITY 
FOR  MODIFIED  CONTRACT  COVERAGE 

If  the  offeror  is  eligible  to  use  the  modified  provisions 
of  Federal  Acquisition  Regulation  (FAR)  30. 201 -2(b)  and 
elects  to  do  so,  the  offeror  shall  indicate  by  checking  the 
box  below.  Checking  the  box  below  shall  mean  that  the 
resultant  contract  is  subject  to  the  Disclosure  and  Consisten¬ 
cy  of  Cost  Accounting  Practices  clause  in  lieu  of  the  Cost 
Accounting  Standards  clause. 

□  The  offeror  hereby  claims  an  exemption  from  the  Cost 
Accounting  Standards  clause  under  the  provisions  of  FAR 
30.201 -2(b)  and  certifies  that  the  offeror  is  eligible  for  use 
of  the  Disclosure  and  Consistency  of  Cost  Accounting  Prac¬ 
tices  clause  because  (i)  during  the  cost  accounting  period 
immediately  preceding  the  period  in  which  this  proposal  was 
submitted,  the  offeror  received  less  than  $10  million  in 
awards  of  CAS-covered  national  defense  prime  contracts 
and  subcontracts,  and  (ii)  the  sum  of  such  awards  equaled 
less  than  10  percent  of  total  sales  during  that  cost  account¬ 
ing  period.  The  offeror  further  certifies  that  if  such  status 
changes  before  an  award  resulting  from  this  proposal,  the 
offeror  will  advise  the  Contracting  Officer  immediately. 

CAUTION:  An  offeror  may  not  claim  the  above  eligibility 
for  modified  contract  coverage  if  this  proposal  is  expected 
to  result  in  the  award  of  a  national  defense  contract  of  $10 
million  or  more  or  if,  during  its  current  cost  accounting 
period,  the  offeror  has  been  awarded  a  single  CAS-covcred 
national  defense  prime  contract  or  subcontract  of  $10  million 
or  more. 
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IV.  ADDITIONAL  COST  ACCOUNTING  STANDARDS 
APPLICABLE  TO  EXISTING  CONTRACTS 
The  offeror  shall  indicate  below  whether  award  of  the 
contemplated  contract  would,  in  accordance  with  sub- 
paragraph  (a)(3)  of  the  Cost  Accounting  Standards  clause, 
require  a  change  in  established  cost  accounting  practices 
affecting  existing  contracts  and  subcontracts. 

□  YES  □  NO 

Note:  If  the  offeror  has  checked  “yes"  above  and  is 
awarded  the  contemplated  contract,  the  offeror  will  be  re¬ 
quired  to  comply  with  the  requirements  of  subparagraph 
(a)(1)  and  paragraphs  (b)  and  (c)  of  the  Administration  of 
Cost  Accounting  Standards  clause. 

(End  of  provision) 

52.230-2  Cost  Accounting  Standards  Notices  and 
Certification  (Nondefense). 

As  prescribed  in  30.201-3(b),  insert  the  following 
provision: 

COST  ACCOUNTING  STANDARDS  NOTICES 
AND  CERTIFICATION  (NONDEFENSE)  (SEP  1987) 
Note:  This  notice  does  not  apply  to  small  businesses  or 
foreign  governments. 

(a)  Any  contract  over  $100,000  resulting  from  this 
solicitation  shall  be  subject  to  Cost  Accounting  Standards 
(CAS)  if  it  is  awarded  to  a  business  unit  that  is  currently 
performing  a  national  defense  CAS-covered  contract  or  sub¬ 
contract,  except  when— 

(1)  The  award  is  based  on  adequate  price  competition; 

(2)  The  price  is  set  by  law  or  regulation; 

(3)  The  price  is  based  on  established  catalog  or  market 
prices  of  commercial  items  sold  in  substantial  quantities 
to  the  general  public;  or 

(4)  One  of  the  exemptions  in  Federal  Acquisition 
Regulation  (FAR)  30.201 -1(b)  applies. 

(b)  Contracts  not  exempted  from  CAS  shall  be  subject 
to  full  or  modified  coverage  as  follows: 

(1)  If  th »  business  unit  receiving  the  award  is  current¬ 
ly  performing  a  national  defense  contract  or  subcontract 
subject  to  full  CAS  coverage  FAR  30.20!-2(a),  this  con¬ 
tract  will  have  full  CAS  coverage  and  will  contain  the 
clauses  from  the  FAR  entitled  Cost  Accounting  Standards, 
52.230-3  and  Administration  of  Cost  Accounting 
Standards,  52.230-4. 

(2)  If  the  business  unit  receiving  the  award  is  current¬ 
ly  performing  a  national  defense  contract  or  subcontract 
subject  to  modified  CAS  coverage  FAR  30.20l-2(b),  this 
contract  will  have  modified  coverage  and  will  contain  the 
clauses  entitled  Disclosure  and  Consistency  of  Cost  Ac¬ 
counting  Practices,  52.230-5  and  Administration  of  Cost 
Accounting  Standards,  52.230-4. 

A.  Certificate  of  CAS  Applicability 
The  offeror  hereby  certifies  that— 
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□  The  offeror  is  not  performing  any  CAS-covered  na¬ 
tional  defense  contract  or  subcontract.  The  offeror  further 
certifies  that  it  will  immediately  notify  the  Contracting  Of¬ 
ficer  in  writing  if  it  is  awarded  any  national  defense  CAS- 
covered  contract  or  subcontract  subsequent  to  the  date  of 
this  certificate  but  before  the  date  of  the  award  of  a  con¬ 
tract  resulting  from  this  solicitation.  (If  this  statement  ap¬ 
plies,  no  further  certification  is  required.) 

□  The  offeror  is  currently  performing  a  negotiated  na¬ 
tional  defense  contract  or  subcontract  that  c  -fins  the  Cost 
Accounting  Standards  clause  at  FAR  52.230-T 

□  The  offeror  is  currently  performing  a  negotiated  na¬ 
tional  defense  contract  or  subcontract  that  contains  the 
Disclosure  and  Consistency  of  Cost  Accounting  Practices 
clause  at  FAR  52.230-5. 

B.  Additional  Certification— CAS  Applicable  Offerors 

□  The  offeror  subject  to  Cost  Accounting  Standards  fur¬ 
ther  certifies  that  practices  used  in  estimating  costs  in  pric¬ 
ing  this  proposal  are  consistent  with  the  practices  disclosed 
in  the  Disclosure  Statement  where  it  has  been  submitted  as 
required  by  FAR  30.202-1  through  30.202-5. 

C.  Data  Required— CAS  Covered  Offerors 

The  offeror  certifying  that  it  is  currently  performing  a 
national  defense  contract  containing  either  CAS  clause  (see 
A  above)  is  required  to  furnish  the  name,  address  (including 
agency  or  department  component),  and  telephone  number 
of  the  cognizant  Contracting  Officer  administering  the  of¬ 
feror’s  CAS-covered  contracts. 

Name  of  Contracting  Officer:  . 

Address:  . 


Telephone  Number: . 

(End  of  provision) 

52.230-3  Cost  Accounting  Standards. 

As  prescribed  in  30.201-4(a),  insert  the  following  clause: 
COST  ACCOUNTING  STANDARDS  (SEP  1987) 

(a)  Unless  the  contract  is  exempt  under  FAR  30.201-1 
and  30.201-2,  the  provisions  of  Federal  Acquisition  Regula¬ 
tion  (FAR)  Subpart  30.3  are  incorporated  herein  by 
reference  and  the  Contractor)  in  connection  with  this  con¬ 
tract,  shall— 

(1)  (National  Defense  Contracts  Only)  By  submission 
of  a  Disclosure  Statement,  disclose  in  writing  the  Con¬ 
tractor’s  cost  accounting  practices  as  required  by  FAR 
30.202-1  through  30.202-5.  The  practices  disclosed  for 
this  contract  shall  be  the  same  as  the  practices  currently 
disclosed  and  applied  on  all  other  contracts  and  subcon¬ 
tracts  being  performed  by  the  Contractor  and  which  con¬ 
tain  a  Cost  Accounting  Standards  (CAS)  clause.  If  the 
Contractor  has  notified  the  Contracting  Officer  that  the 
Disclosure  Statement  contains  trade  secrets  and  commer¬ 
cial  or  financial  information  which  is  privileged  and  con¬ 
fidential,  the  Disclosure  Statement  shall  be  protected  and 
shall  not  be  released  outside  of  the  Government. 
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(2)  Follow  consistently  the  Contractor’s  cost  account¬ 
ing  practices  in  accumulating  and  reporting  contract  per¬ 
formance  cost  data  concerning  this  contract.  If  any  change 
in  cost  accounting  practices  is  made  for  the  purposes  of 
any  contract  or  subcontract  subject  to  CAS  requirements, 
the  change  must  be  applied  prospectively  to  this  contract 
and  the  Disclosure  Statement  must  be  amended  accord¬ 
ingly.  If  the  contract  price  or  cost  allowance  of  this  con¬ 
tract  is  affected  by  such  changes,  adjustment  shall  be  made 
in  accordance  with  subparagraph  (a)(4)  or  (a)(5)  of  this 
clause,  as  appropriate. 

(3)  Comply  with  all  CAS,  including  any  modifications 
and  interpretations  indicated  thereto  contained  in  FAR 
Subpart  30.4,  in  effect  on  the  date  of  award  of  this  con¬ 
tract  or,  if  the  Contractor  has  submitted  cost  or  pricing 
data,  on  the  date  of  final  agreement  on  price  as  shown 
on  the  Contractor’s  signed  certificate  of  current  cost  or 
pricing  data.  The  Contractor  shall  also  comply  with  any 
CAS  (or  modifications  to  CAS)  which  hereafter  become 
applicable  to  a  contract  or  subcontract  of  the  Contractor. 
Such  compliance  shall  be  required  prospectively  from  the 
date  of  applicability  to  such  contract  or  subcontract. 

(4) (i)  Agree  to  an  equitable  adjustment  as  provided  in 
the  Changes  clause  of  this  contract  if  the  contract  cost 
is  affected  by  a  change  which,  pursuant  to  subparagraph 

(a) (3)  of  this  clause,  the  Contractor  is  required  to  make 
to  the  Contractor’s  established  cost  accounting  practices. 

(ii)  Negotiate  with  the  Contracting  Officer  to  deter¬ 
mine  the  terms  and  conditions  under  which  a  change 
may  be  made  to  a  cost  accounting  practice,  other  than 
a  change  made  under  other  provisions  of  subparagraph 
(a)(4)  of  this  clause;  provided  that  no  agreement  may 
be  made  under  this  provision  that  will  increase  costs 
paid  by  the  United  States. 

(iii)  When  the  parties  agree  to  a  change  to  a  cost 
accounting  practice,  other  than  a  change  under  sub¬ 
division  (a)(4)(i)  of  this  clause,  negotiate  an  equitable 
adjustment  as  provided  in  the  Changes  clause  of  this 
contract. 

(5)  Agree  to  an  adjustment  of  the  contract  price  or  cost 
allowance,  as  appropriate,  if  the  Contractor  or  a  subcon¬ 
tractor  fails  to  comply  with  an  applicable  Cost  Accoun¬ 
ting  Standard,  or  to  follow  any  cost  accounting  practice 
consistently  and  such  failure  results  in  any  increased  costs 
paid  by  the  United  States.  Such  adjustment  shall  provide 
for  recovery  of  the  increased  costs  to  the  United  States, 
together  with  interest  thereon  computed  at  the  rate  deter¬ 
mined  by  the  Secretary  of  the  Treasury  pursuant  to  Pub. 
L.  92-41,  85  Stat.  97,  from  the  time  the  payment  by  the 
United  States  was  made  to  the  time  the  adjustment  is  ef¬ 
fected. 

(b)  If  the  parties  fail  to  agree  whether  the  Contractor  or 
a  subcontractor  has  complied  with  an  applicable  CAS  in 
FAR  Subpart  30.4  or  a  CAS  rule  or  regulation  in  FAR 
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Subpart  30.3  and  as  to  any  cost  adjustment  demanded  by 
the  United  States,  such  failure  to  agree  shall  be  a  dispute 
concerning  a  question  of  fact  within  the  meaning  of  the 
Disputes  clause  of  this  contract. 

(c)  The  Contractor  shall  permit  any  authorized  represen¬ 
tatives  of  the  Government  to  examine  and  make  copies  of 
any  documents,  papers,  or  records  relating  to  compliance 
with  the  requirements  of  this  clause. 

(d)  The  Contractor  shall  include  in  all  negotiated  subcon¬ 
tracts  which  the  Contractor  enters  into,  the  substance  of  this 
clause,  except  paragraph  (b),  and  shall  require  such  inclu¬ 
sion  in  all  other  subcontracts,  of  any  tier,  including  the 
obligation  to  comply  with  all  CAS  in  effect  on  the  subcon¬ 
tract’s  award  date  or  if  the  subcontractor  has  submitted  cost 
or  pricing  data,  on  the  date  of  final  agreement  on  price  as 
shown  on  the  subcontractor’s  signed  Certificate  of  Current 
Cost  or  Pricing  Data.  This  requirement  shall  apply  only  to 
negotiated  subcontracts  in  excess  of  $100,000  where  the 
price  negotiated  is  not  based  on— 

(1)  Established  catalog  or  market  prices  of  commer¬ 
cial  items  sold  in  substantial  quantities  to  the  general 
public;  or 

(2)  Prices  set  by  law  or  regulation,  and  except  that  the 
requirement  shall  not  apply  to  negotiated  subcontracts 
otherwise  exempt  from  the  requirement  to  include  a  CAS 
clause  as  specified  in  FAR  30.201-1. 

Note  (I):  New  or  modified  CAS  shall  be  applicable  to 
both  national  defense  and  nondefense  CAS-covered  contracts 
upon  award  of  a  new  national  defense  CAS-covered  con¬ 
tract  containing  the  new  or  modified  Standard.  The  award 
of  a  new  nondefense  CAS-covered  contract  shall  not  trig¬ 
ger  application  of  new  CAS  or  modification  to  CAS. 

Note  (2):  Subcontractors  shall  be  required  to  submit  their 
Disclosure  Statements  to  the  Contractor.  However,  if  a  sub¬ 
contractor  has  previously  submitted  its  Disclosure  Statement 
to  a  Government  Administrative  Contracting  Officer  (ACO), 
it  may  satisfy  that  requirement  by  certifying  to  the  Con¬ 
tractor  the  date  of  the  Statement  and  the  address  of  the  ACO. 

Note  (3):  In  any  case  where  a  subcontractor  determines 
that  the  Disclosure  Statement  information  is  privileged  and 
confidential  and  declines  to  provide  it  to  the  Contractor  or 
higher  tier  subcontractor,  the  Contractor  may  authorize 
direct  submission  of  that  subcontractor's  Disclosure  State¬ 
ment  to  the  same  Government  offices  to  which  the  Con¬ 
tractor  was  required  to  make  submission  of  its  Disclosure 
Statement.  Such  authorization  shall  in  no  way  relieve  the 
Contractor  of  liability  as  provided  in  subparagraph  (a)(S) 
of  this  clause.  In  view  of  the  foregoing  and  since  the  con¬ 
tract  may  be  subject  to  adjustment  under  this  clause  by 
reason  of  any  failure  to  comply  with  rules,  regulations,  and 
Standards  as  specified  in  FAR  Subparts  30.3  and  30.4  in 
connection  with  covered  subcontracts,  it  is  expected  that 
the  Contractor  may  wish  to  include  a  clause  in  each  such 
subcontract  requiring  the  subcontractor  to  appropriately  in¬ 
demnify  the  Contractor.  However,  the  inclusion  of  such  a 
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clause  and  the  terms  thereof  are  matters  for  negotiation  and 
agreement  between  the  Contractor  and  the  subcontractor, 
provided  that  they  do  not  conflict  with  the  duties  of  the  Con¬ 
tractor  under  its  contract  with  the  Government.  It  is  also 
expected  that  any  subcontractor  subject  to  such  indemnifica¬ 
tion  will  generally  require  substantially  similar  indemnifica¬ 
tion  to  be  submitted  by  its  subcontractors. 

Note  (4):  If  the  subcontractor  is  a  business  unit  which, 
pursuant  to  FAR  30.201-2(b)  is  entitled  to  elect  modified 
contract  coverage  and  to  follow  30.401  and  30.402,  the 
clause  at  52.230-5,  “Disclosure  Consistency  of  Cost  Ac¬ 
counting  Practices,’’  of  the  Federal  Acquisition  Regulation 
shall  be  inserted  in  lieu  of  this  clause. 

Note  (5):  The  terms  defined  in  FAR  30.301  and  31.001 
shall  have  the  same  meanings  herein.  As  there  defined 
“negotiated  subcontract"  means  any  subcontract  except  a 
firm-fixed-price  subcontract  made  by  a  Contractor  or  sub¬ 
contractor  after  receiving  offers  from  at  least  two  persons 
not  associated  with  each  other  or  with  such  Contractor  or 
subcontractor,  providing  (1)  the  solicitation  to  all  com¬ 
petitors  is  identical,  (2)  price  is  the  only  consideration  in 
selecting  the  subcontractor  from  among  the  competitors 
solicited,  and  (3)  the  lowest  offer  received  in  compliance 
with  the  solicitation  from  among  those  solicited  is  accepted. 

(End  of  clause) 

52.230-4  Administration  of  Cost  Accounting 
Standards. 

As  prescribed  in  30.201-4(b)(l),  insert  the  following 
clause: 

ADMINISTRATION  OF  COST 
ACCOUNTING  STANDARDS  (SEP  1987) 

For  the  purpose  of  administering  the  Cost  Accounting 
Standards  (CAS)  requirements  under  this  contract,  the  Con¬ 
tractor  shall  take  the  steps  outlined  in  paragraphs  (a)  through 
(f)  of  this  clause: 

(a)  Submit  to  the  cognizant  Contracting  Officer  a  descrip¬ 
tion  of  any  accounting  change,  the  potential  impact  of  the 
change  on  contracts  containing  a  CAS  clause,  and  if  not 
obviously  immaterial,  a  general  dollar  magnitude  cost  im¬ 
pact  analysis  of  the  change  which  displays  the  potential  shift 
of  costs  between  CAS-covered  contracts  by  contract  type 
(i.e.,  firm-fixed-price,  incentive,  cost-plus-fixed-fee,  etc.) 
and  other  contractor  business  activity.  As  related  to  CAS- 
covered  contracts,  the  analysis  should  display  the  potential 
impact  of  funds  of  the  various  Agencies/Departments  (i.e., 
Department  of  Energy,  National  Aeronautics  and  Space  Ad¬ 
ministration,  Army,  Navy,  Air  Force,  other  Department  of 
Defense,  other  Government)  as  follows: 

(I)  For  any  change  in  cost  accounting  practices  required 
to  comply  with  a  new  CAS  in  accordance  with  sub- 
paragraph  (a)(3)  and  subdivision  (a)(4)(i)  of  the  CAS 
clause,  within  60  days  (or  such  other  date  as  may  be 
mutually  agreed  to)  after  award  of  a  contract  requiring 

c  24,his  chan8e- 


FAC  84—30  SEPTEMBER  30,  1987 

PART  52— SOLICITATION  PROVISIONS  AND  CONTRACT  CLAUSES 


(2)  For  any  change  in  cost  accounting  practices  pro¬ 
posed  in  accordance  with  subdivision  (a)(4)(ii)  or 

(a)(4)(iii)  of  the  CAS  clause  or  with  subparagraph  (a)(3) 
of  the  Disclosure  and  Consistency  of  Cost  Accounting 
Practices  clause,  not  less  than  60  days  (or  such  other  date 
as  may  be  mutually  agreed  to)  before  the  effective  date 
of  the  proposed  change. 

(3)  For  any  failure  to  comply  with  an  applicable  CAS 
or  to  follow  a  disclosed  practice  as  contemplated  by  sub- 
paragraph  (a)(5)  of  the  CAS  clause  or  by  subparagraph 

(a) (4)  of  the  Disclosure  and  Consistency  of  Cost  Accoun¬ 
ting  Practices  clause,  within  60  days  (or  such  other  date 
as  may  be  mutually  agreed  to)  after  the  date  of  agree¬ 
ment  of  noncompliance  by  the  Contractor. 

(b)  Submit  a  cost  impact  proposal  in  the  form  and  man¬ 
ner  specified  by  the  cognizant  Contracting  Officer  within 
60  days  (or  such  other  date  as  may  be  mutually  agreed  to) 
after  the  date  of  determination  of  the  adequacy  and  com¬ 
pliance  of  a  change  submitted  pursuant  to  paragraph  (a)  of 
this  clause.  If  the  cost  impact  proposal  is  not  submitted 
within  the  specified  time,  or  any  extension  granted  by  the 
cognizant  Contracting  Officer,  an  amount  not  to  exceed  10 
percent  of  each  payment  made  after  that  date  may  be 
withheld  until  such  time  as  a  proposal  has  been  provided 
in  the  form  and  manner  specified  by  the  cognizant  Con¬ 
tracting  Officer. 

(c)  Agree  to  appropriate  contract  and  subcontract  amend¬ 
ments  to  reflect  adjustments  established  in  accordance  with 
subparagraphs  (a)(4)  and  (a)(5)  of  the  CAS  clause  or  with 
subparagraphs  (a)(3)  or  (a)(4)  of  the  CAS  Disclosure  and 
Consistency  of  Cost  Accounting  Practices  clause. 

(d)  For  all  subcontracts  subject  either  to  the  CAS  clause 
or  to  the  Disclosure  and  Consistency  of  Cost  Accounting 
Practices  clause— 

( 1 )  so  state  in  the  body  of  the  subcontract,  in  the  letter 
of  award,  or  in  both  (self-deleting  clauses  shall  not  be 
used);  and  (2)  include  the  substance  of  this  clause  in  all 
negotiated  subcontracts.  In  addition,  within  30  days  after 
award  of  the  subcontract,  submit  the  following  informa¬ 
tion  to  the  Contractor's  cognizant  contract  administration 
office  for  transmittal  to  the  contract  administration  of¬ 
fice  cognizant  of  the  subcontractor’s  facility: 

(i)  Subcontractor's  name  and  subcontract  number. 

(ii)  Dollar  amount  and  date  of  award. 

(iii)  Name  of  Contractor  making  the  award. 

(iv)  Any  changes  the  subcontractor  has  made  or  pro¬ 
poses  to  make  to  accounting  practices  that  affect  prime 
contracts  or  subcontracts  containing  the  CAS  clause 
or  Disclosure  and  Consistency  of  Cost  Accounting 
Practices  clause,  unless  these  changes  have  already 
been  reported.  If  award  of  the  subcontract  results  in 
making  one  or  more  CAS  effective  for  the  first  time, 
this  fact  shall  also  be  reported. 

(e)  Notify  the  Contracting  Officer  in  writing  of  any  ad¬ 
justments  required  to  subcontracts  under  this  contract  and 
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agree  to  an  adjustment,  based  on  them,  to  this  contractor’s 
price  or  estimated  cost  and  fee.  This  notice  is  due  within 
30  days  after  proposed  subcontract  adjustments  are  received 
and  shall  include  a  proposal  for  adjusting  the  higher  tier 
subcontract  or  the  prime  contract  appropriately. 

(0  For  subcontracts  containing  the  CAS  clause,  require 
the  subcontractor  to  comply  with  all  Standards  in  effect  on 
the  date  of  award  or  of  final  agreement  on  price,  as  shown 
on  the  subcontractor’s  signed  Certificate  of  Current  Cost 
or  Pricing  Data,  whichever  is  earlier. 

(End  of  clause) 


52.230-5  Disclosure  and  Consistency  of  Cost 
Accounting  Practices. 

As  prescribed  in  30. 201 -4(c)(1),  insert  the  following 
clause: 

DISCLOSURE  AND  CONSISTENCY  OF  COST 
ACCOUNTING  PRACTICES  (SEP  1987) 

(a)  The  Contractor,  in  connection  with  this  contract, 
shall— 

(1)  Comply  with  the  requirements  of  30.401 ,  Consisten¬ 
cy  in  Estimating,  Accumulating,  and  Reporting  Costs, 
and  30.402,  Consistency  in  Allocating  Costs  Incurred  for 
the  Same  Purpose,  in  effect  on  the  date  of  award  of  this 
contract  as  indicated  in  Federal  Acquisition  Regulation 
(FAR)  Subpart  30.4. 

(2)  (National  Defense  Contracts  Only)  If  it  is  a  business 
unit  of  a  company  required  to  submit  a  Disclosure  State¬ 
ment,  disclose  in  writing  its  cost  accounting  practices  as 
required  by  FAR  30.202-1  through  30.202-5.  If  the  Con¬ 
tractor  has  notified  the  Contracting  Officer  that  the 
Disclosure  Statement  contains  trade  secrets  and  commer¬ 
cial  or  financial  information  which  is  privileged  and  con¬ 
fidential,  the  Disclosure  Statement  shall  be  protected  and 
shall  not  be  released  outside  of  the  Government. 

Note  (I):  Subcontractors  shall  be  required  to  submit  their 

Disclosure  Statements  to  the  Contractor.  However,  if  a  sub¬ 
contractor  has  previously  submitted  its  Disclosure  Statement 
to  a  Government  Administrative  Contracting  Officer  (ACO), 
it  may  satisfy  that  requirement  by  certifying  to  the  Con¬ 
tractor  the  date  of  the  Statement  and  the  address  of  the  Con¬ 
tracting  Officer. 

Note  (2):  In  any  case  where  a  subcontractor  determines 
that  the  Disclosure  Statement  information  is  privileged  and 
confidential  and  declines  to  provide  it  to  the  Contractor  or 
higher  tier  subcontractor,  the  Contractor  may  authorize 
direct  submission  of  the  subcontractor’s  Disclosure  State¬ 
ment  to  the  same  Government  offices  to  which  the  Con¬ 
tractor  was  required  to  make  submission  of  its  Disclosure 
Statement.  Such  authorization  shall  in  no  way  relieve  the 
Contractor  of  liability  if  it  or  a  subcontractor  fails  to  comply 
with  an  applicable  Cost  Accounting  Standard  (CAS)  or  to 
follow  any  practice  disclosed  pursuant  to  this  paragraph  and 
such  failure  results  in  any  increased  costs  paid  by  the 
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United  States.  In  view  of  the  foregoing  and  since  the  con¬ 
tract  may  be  subject  to  adjustment  under  this  clause  by 
reason  of  any  failure  to  comply  with  rules,  regulations,  and 
Standards  as  specified  in  FAR  Subparts  30.3  and  30.4  in 
connection  with  covered  subcontracts,  it  is  expected  that 
the  Contractor  may  wish  to  include  a  clause  in  each  such 
subcontract  requiring  the  subcontractor  to  appropriately  in¬ 
demnify  the  Contractor.  However,  the  inclusion  of  such  a 
clause  and  the  terms  thereof  are  matters  for  negotiation  and 
agreement  between  the  Contractor  and  subcontractor,  pro¬ 
vided  that  they  do  not  conflict  with  the  duties  of  the  Con¬ 
tractor  under  its  contract  with  the  Government.  It  is  also 
expected  that  any  subcontractor  subject  to  such  indemnifica¬ 
tion  will  generally  require  substantially  similar  indemnifica¬ 
tion  to  be  submitted  by  its  subcontractors. 

Note  (3):  The  terms  defined  in  FAR  Subpart  30.3  and 
FAR  31.001  shall  have  the  same  meanings  in  this  clause. 
As  there  defined,  “negotiated  subcontract"  means  any  sub¬ 
contract  except  a  firm-fixed-price  subcontract  made  by  a 
Contractor  or  subcontractor  after  receiving  offers  from  at 
least  two  persons  not  associated  with  each  other  or  such 
Contractor  or  subcontractor,  providing  (1)  the  solicitation 
to  all  competitors  is  identical,  (2)  price  is  the  only  considera¬ 
tion  in  selecting  the  subcontractor  from  among  the  com¬ 
petitors  solicited,  and  (3)  the  lowest  offer  received  in  com¬ 
pliance  with  the  solicitation  from  among  those  solicited  is 
accepted. 

(3)  (i)  Follow  consistently  the  Contractor’s  cost  accoun¬ 
ting  practices.  A  change  to  such  practices  may  be  pro¬ 
posed,  however,  by  either  the  Government  or  the  Con¬ 
tractor,  and  the  Contractor  agrees  to  negotiate  with  the 
Contracting  Officer  the  terms  and  conditions  under  which 
a  change  may  be  made.  After  the  terms  and  conditions 
under  which  the  change  is  to  be  made  have  been  agreed 
to,  the  change  must  be  applied  prospectively  to  this  con¬ 
tract,  and  the  Disclosure  Statement,  if  affected,  must  be 
amended  accordingly. 

(ii)  The  Contractor  shall,  when  the  parties  agree 
to  a  change  to  a  cost  accounting  practice  and  the  Con¬ 
tracting  Officer  has  made  the  finding  that  the  change 
is  desirable  and  not  detrimental  to  the  interests  of  the 
Government,  negotiate  an  equitable  adjustment  as  pro¬ 
vided  in  the  Changes  clause  of  this  contract.  In  the 
absence  of  the  required  finding,  no  agreement  may  be 
made  under  this  contract  clause  that  will  increase  costs 
paid  by  the  United  States. 

(4)  Agree  to  an  adjustment  of  the  contract  price  or  cost 
allowance,  as  appropriate,  if  the  Contractor  or  a  subcon¬ 
tractor  fails  to  comply  with  the  applicable  CAS  or  to 
follow  any  cost  accounting  practice,  and  such  failure 
results  in  any  increased  costs  paid  by  the  United  States. 
Such  adjustment  shill  provide  for  recovery  of  the 
increased  costs  to  the  United  States  together  with  interest 


thereon  computed  at  the  rate  determined  by  the  Secretary 
of  the  Treasury  pursuant  to  Pub.  L.  92-41,  85  Stat.  97, 
from  the  time  the  payment  by  the  United  States  was  made 
to  the  time  the  adjustment  is  effected. 

(b)  If  the  parties  fail  to  agree  whether  the  Contractor  has 
complied  with  an  applicable  CAS,  rule,  or  regulation  as 
specified  in  FAR  Subparts  30.3  and  30.4  and  as  to  any  cost 
adjustment  demanded  by  the  United  States,  such  failure  to 
agree  shall  be  a  dispute  within  the  meaning  of  the  Disputes 
clause  of  this  contract. 

(c)  The  Contractor  shall  permit  any  authorized  represen¬ 
tatives  of  the  Government  to  examine  and  make  copies  of 
any  documents,  papers,  and  records  relating  to  compliance 
with  the  requirements  of  this  clause. 

(d)  The  Contractor  shall  include  in  all  negotiated  subcon¬ 
tracts,  which  the  Contractor  enters  into,  the  substance  of 
this  clause,  except  paragraph  (b),  and  shall  require  such  in¬ 
clusion  in  all  other  subcontracts  of  any  tier,  except  that— 

(1)  If  the  subcontract  is  awarded  to  a  business  unit 
which  pursuant  to  FAR  30.201  is  required  to  follow  all 
CAS,  the  clause  entitled  “Cost  Accounting  Standards," 
set  forth  in  FAR  52.230-3,  shall  be  inserted  in  lieu  of 
this  clause;  or 

(2)  This  requirement  shall  apply  only  to  negotiated  sub¬ 
contracts  in  excess  of  $100,000  where  the  price  negotiated 
is  not  based  on— 

(i)  Established  catalog  or  market  prices  of  commer¬ 
cial  items  sold  in  substantial  quantities  to  the  general 
public;  or 

(ii)  Price  set  by  law  or  regulation;  or 

(3)  The  requirement  shall  not  apply  to  negotiated  sub¬ 
contracts  otherwise  exempt  from  the  requirement  to  in¬ 
clude  a  CAS  clause  as  specified  in  FAR  30.201-1. 

(End  of  clause) 

52.230-6  Consistency  in  Cost  Accounting  Practices. 
As  prescribed  in  30.201-4(d),  insert  the  following  clause: 

CONSISTENCY  IN  COST  ACCOUNTING 
PRACTICES  (SEP  1987) 

The  Contractor  agrees  that  it  will  consistently  follow  the 
cost  accounting  practices  disclosed  on  Form  No.  CASB 
DS-1  in  estimating,  accumulating  and  reporting  costs  under 
this  contract.  In  the  event  the  Contractor  fails  to  follow  such 
practices,  it  agrees  that  the  contract  price  shall  be  adjusted, 
together  with  payment  of  interest,  if  such  failure  results  in 
increased  cost  paid  by  the  U.S.  Government.  Interest  shall 
be  computed  at  the  rate  determined  by  the  Secretary  of  the 
Treasury  pursuant  to  Pub  L.  92-41  (85  Stat.  97)  from  the 
time  payment  by  the  Government  was  made  to  the  time  ad¬ 
justment  is  effected.  The  Contractor  agrees  that  the 
Disclosure  Statement  filed  with  the  U.K.  Ministry  of 
Defence  shall  be  available  for  inspection  and  use  by 
authorized  representatives  of  the  United  Stales  Government. 

(End  of  clause) 
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30.4-1 


30.401  Responsibility. 

(a)  In  accordance  with  FAR  Part  30,  Cost  Accounting  Standards, 
and  FAR  Part  31,  Contract  Cost  Principles  and  Procedures,  the 
cognizant  contract  auditor  shall  be  responsible  for  making 
recommendations  to  the  ACO  as  to  whether: 

(1)  a  contractor's  Disclosure  Statement,*,  submitted  a3  a 
condition  of  contracting,  adequately  describes  the  actual  or  proposed 
cost  accounting  practices  as  required  by  Public  Law  91-379,  50  U.S.C. 
App.  2168,  as  implemented  by  the  Cost  Accounting  Standards  Board; 

(2)  a  contractor's  disclosed  cost  accounting  practices  are  in 
compliance  with  FAR  Part  31  and  applicable  cost  accounting  standards; 

(3)  a  contractor's  or  subcontractor's  failure  to  comply  with 
applicable  cost  accounting  standards  or  to  follow  consistently  his 
disclosed  cost  accounting  practices  has  resulted,  or  may  result,  in 
any  increased  cost  paid  by  the  Government;  and 

(4)  a  contractor's  or  subcontractor's  proposed  price  changes, 
submitted  as  a  result  of  changes  made  to  previously  disclosed  or 
established  cost  accounting  practices,  are  fair  and  reasonable. 
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S— ary  of  Current  Standards 

The  following  suwmary  describes  the  basic  purpose  of  each  standard.  For  the 
specific  requirements  of  each  standard  refer  to  DOD  FAR  Supplement  Appendix  0. 
The  following  suwmary  is  only  intended  to  provide  you  with  a  general 
understanding  of  each  standard. 


CAS  401  Consistency  in  Estimating,  Accounting,  and  Reporting  Costs 
Effective  Date:  1  July  1972 

ftorpose:  The  purpose  of  this  standard  is  to  insure  that  practices  used  by 
each  contractor  in  estimating  costs  for  a  proposal  are  consistent  with  the 
accounting  practices  used  by  each  firm  in  accumilating  and  reporting  costs. 
Consistency  in  the  application  cost  accounting  practices  is  necessary  to 
enhance  the  likelihood  that  comparable  transactions  are  treated  alike. 

General  Information:  This  standard  requires  that  the  cost  accounting 
practices  used  in  estimating  costs  in  pricing  a  proposal  and  in  accumulating 
and  reporting  costs  on  the  resulting  contract  must  be  consistent  with  respect 
to: 


(1)  The  classification  of  elements  or  functions  of  cost  as  direct  or 
indirect. 

(2)  The  indirect  cost  pools  to  which  each  element  or  function  of  cost  is 
charged  or  proposed  to  be  charged. 

(3)  The  methods  of  allocating  indirect  costs  to  the  contract.  The 
standard  allows  grouping  of  homogeneous  costs  to  cover  those  cases  where  it  is 
not  practical  to  estimate  contract  costs  by  individual  cost  element  or 
function.  However,  costs  estimated  for  proposal  purposes  must  be  presented  so 
that  any  significant  cost  can  be  coopered  with  the  actual  cost  accumulated  and 
reported.  Adherence  to  the  requirements  of  this  standard  must  be  determined 
as  of  the  date  of  award  of  the  contract,  unless  the  contractor  has  submitted 
cost  or  pricing  data  required  by  Public  Law  87-653.  In  such  cases  adherence 
oust  be  determined  by  the  date  of  final  agreement  on  price,  as  shown  on  the 
signed  certificate  of  current  cost  or  pricing  data.  Changes  in  cost 
accounting  practices  during  contract  performance  may  be  made  when  authorized 
by  standards,  rules,  and  regulations  issued  by  the  Cost  Accounting  Standards 
Board. 


CAS  402  Consistency  in  Allocating  Costs  Incurred  for  the  Same  Purpose 
Effective  Date:  1  July  1972 

Purpose:  The  purpose  of  this  standard  is  to  insure  that  each  type  of  cost  is 
allocated  only  once  and  on  only  one  basis  to  any  contract  or  other  cost 
objective.  The  criteria  for  determining  the  allocation  of  costs  to  a  product, 
contract,  or  other  cost  objective  should  be  the  same  for  all  similar  cost 
objectives.  Adherence  to  these  cost  accounting  concepts  is  necessary  to  guard 
against  the  overcharging  of  some  cost  objectives  and  to  prevent  double 
counting.  Double  counting  occurs  most  often  when  cost  items  are  allocated 
directly  to  a  cost  objective  without  eliminating  like  cost  items  from  indirect 
cost  pools  allocated  to  that  cost  objective. 

General  Information:  Under  this  standard  all  costs  incurred  for  the  same 
purpose  under  like  circumstances  are  either  direct  costs  or  indirect  costs 
only  with  respect  to  final  oost  objectives.  Ho  cost  may  be  allocated  as  an 
indirect  cost  to  a  final  cost  objective  if  other  costs  have  been  included  as  a 
direct  cost  of  that  or  any  other  final  cost  objective  for  the  same  purpose  and 
under  like  circumstances.  The  contractor’s  disclosure  statement  will 
generally  be  the  guide  to  determine  whether  or  not  costs  are  incurred  for  the 
same  purpose.  For  those  types  of  oost  that  are  sometimes  accounted  for  as 
direct  or  indirect,  the  contractor  will  set  forth  in  the  disclosure  statement 
the  specific  criteria  and  circumstances  for  making  such  distinctions. 

Hhenever  costs  serving  the  same  purpose  cannot  equitably  be  indirectly 
allocated  to  one  or  more  final  cost  objectives  by  the  contractor's  disclosed 
accounting  practices,  the  contractor  may  amend  the  disclosure  statement  to 
reflect  new  practices  that: 

( 1 )  Use  a  method  for  reassigning  all  such  costs  that  would  provide  an 
equitable  distribution  to  all  final  oost  objectives. 

(2)  Directly  assign  all  such  costs  to  final  cost  objectives  with  which 
they  are  specifically  identified. 
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CAS  A03  Allocation  of  Hoae  Office  Expenses  to  Segments 
Effective  Date:  1  July  1973 

Purpose:  The  purpose  of  this  standard  Is  to  establish  criteria  for  allocation 
of  the  expenses  of  a  hone  office  to  the  segments  of  the  organization  based  on 
the  beneficial  or  causal  relationship  between  such  expenses  and  the  receiving 
segments.  It  does  not  cover  the  reallocation  of  a  segment's  share  of  home 
office  expenses  to  contracts  and  other  cost  objectives.  It  provides  for: 

(1)  Identification  of  expenses  for  direct  allocation  to  segments  to  the 
maximum  extent. 

(2)  Accumulation  of  significant  nondirectly  allocated  expenses  into 
logical  and  relatively  homogeneous  pools  to  be  allocated  on  bases  reflecting 
the  relationship  of  the  expenses  to  the  segments  concerned. 

(3)  Allocation  of  any  limited  remaining  or  residual  home  office  expenses 
to  all  segments. 

General  Information:  Home  office  expenses  must  be  allocated  on  „ne  basis  of 
the  beneficial  or  causal  relationship  between  supporting  and  receiving 
activities.  When  practical,  sued:  expenses  must  be  allocated  directly  to 
segments.  Significant  expenses  not  directly  allocated  must  be  grouped  in 
logical  and  homogeneous  expense  pools  for  allocation.  Expenses  of  centralized 
home  office  service  functions  must  be  allocated  on  the  basis  of  the  service 
furnished  to  or  received  by  each  segment.  Significant  expenses  incurred  by  a 
home  office  for  staff  management  or  policy  guidance  functions  must  be 
allocated  to  segments  receiving  more  than  a  minimal  benefit  using  a  base,  or 
bases,  representative  of  the  activity  being  managed.  Central  payments  or 
accruals  that  are  made  by  a  home  office  on  behalf  of  its  segments  must  be 
allocated  directly  to  segments  when  they  can  be  identified  specifically  with 
individual  segments.  The  costs  of  independent  research  and  development  and 
bidding  and  proposal  (IRAD  and  BAP)  efforts  allocated  by  a  home  office  must 
continue  to  be  allocated  under  provision  of  existing  laws,  regulations,  and 
other  controlling  factors.  The  expenses  incurred  by  a  home  office  for  staff 
management,  supervisory,  or  policy  functions  that  are  not  identifiable  to 
specific  activities  of  segments  must  be  allocated  as  residual  expenses. 

Typical  residual  expenses  are  those  for  the  chief  executive,  the  chief 
financial  officer,  and  normally  any  staff  not  identifiable  with  specific 
activities  of  segments.  Residual  expenses  are  allocated  to  all  segments  by 
the  arithmetic  average  of  the  three  percentages  relating  each  segment  to  the 
total  of  all  segments  for  the  accounting  period.  These  three  are  the 
segment's  percentage  of  total  operating  revenue,  \nd  the  segment's  percentage 
of  total  net  book  value. 

Exemptions:  Contractors  subject  to  the  cost  principles  of  the  Office  of 
Management  Budget  concerning  grants  and  contracts  with  educational 
institutions  or  state  and  local  governments  are  exempt  from  this  standard. 


» 
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CAS  404  Capitalization  of  Tangible  Aaaeta 
Effective  Date:  1  July  1973 


Purpose :  This  standard  requires  that  contractors  establish  and  adhere  to 
certain  asset  capitalization  polioies  for  the  purpose  of  cost  Measurement. 
Under  these  policies ,  costs  applioable  to  ourrent  and  future  accounting 
periods  can  be  consistently  allocated  to  cost  objectives  for  those  periods. 

General  Information:  Contractors  must  capitalize  the  acquisition  cost  of 
tangible  capital  assets.  Capitalization  must  be  based  on  a  written  policy 
that  is  reasonable  and  consistently  applied.  This  policy  must  designate 
■ini—f  economic  and  physical  characteristics  for  the  capitalization  decision. 
As  a  minimum,  assets  with  a  useful  service  life  of  two  years  and  an 
acquisition  cost  of  $500  must  be  capitalized.  Por  assets  acquired  at  or  after 
the  beginning  of  the  next  cost  accounting  period  beginning  after  10  December 
1980,  the  minimum  acquisition  cost  is  $1,000.  Depending  on  contractor  policy, 
assets  of  shorter  useful  life  or  small  acquisition  cost  may  also  be 
capitalized.  The  contractor's  policy  may  designate  higher  minimum  dollar 
limitations  for  an  original  complement  of  low  cost  equipment  and  for 
betterments  and  improvements  provided  that  such  higher  limitations  are 
reasonable  in  the  contractor's  circumstances. 

The  cost  to  acquire  a  tangible  capital  asset  includes  the  purchase  price 
of  the  asset  and  costs  necessary  to  prepare  the  asset  for  use.  Costs 
necessary  to  prepare  the  asset  include  the  cost  of  placing  the  asset  in 
location  and  bringing  the  asset  to  a  condition  necessary  for  normal  or 
expected  use.  Where  material  in  amount,  such  costs  including  initial 
inspection  and  testing.  Installation,  and  similar  expenses,  must  be 
capitalized.  Donated  assets  which,  at  the  time  of  receipt,  meet  the 
contractor's  criteria  for  capitalization  must  be  capitalized  at  their  fair 
value  at  that  time.  Tangible  capital  assets  constructed  or  fabricated  by  a 
contractor  for  their  own  use  must  be  capitalized  at  amounts  which  include  all 
costs  direct  and  indirect,  properly  allocable  to  such  assets. 

Costs  incurred  after  the  acquisition  of  a  tangible  capital  asset  which 
result  in  extending  the  life  or  increasing  the  productivity  of  that  asset 
(betterments  and  Improvements)  and  meet  the  contractor's  established  criteria 
for  capitalization  must  be  capitalized.  However,  costs  incurred  for  repairs 
and  maintenance  to  a  tangible  capital  asset  that  either  restore  the  asset  to, 
or  maintain  it  at,  its  normal  or  expected  service  life  or  production  capacity 
will  be  treated  as  costs  of  the  current  period. 

Exemptions :  Hone 
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CAS  405  Accounting  for  Unallowable  Costs 
Effective  Date:  1  July  1974 

Purpose:  The  purpose  of  this  standard  is  to  facilitate  the  negotiation, 
audit,  administration,  and  settlement  of  contracts  by  establishing  guidelines 
that  cover  accounting  for  unallowable  costs.  These  guidelines  cover 
identification  of  costs  specifically  described  as  unallowable,  and  the  coat 
accounting  treatment  to  be  accorded  such  costs  promote  the  consistent 
application  of  sound  cost  accounting  principles  covering  all  incurred  costs. 
The  standard  is  based  on  the  theory  that  costs  incurred  in  carrying  on  the 
activities  of  an  enterprise,  regardless  of  the  allowability  of  such  costs 
under  Government  contracts,  are  allocable  to  the  cost  objectives  with  which 
they  are  identified  on  the  basis  of  their  beneficial  or  causal  relationships. 
This  standard  does  not  govern  the  allowability  of  costs. 

General  Information:  Costs  expressly  unallowable  or  to  be  unallowable  by 
mutual  agreement,  and  associated  costs  must  be  identified  and  excluded  from 
any  billing,  claim,  or  proposal  applicable  to  a  Government  contract.  Costs 
that  specifically  become  designated  as  unallowable  because  of  a  written 
decision  furnished  by  a  contracting  officer  pursuant  to  contract  disputes 
procedures  must  be  identified  if  used  in  the  cooputation  of  any  billing, 
claim,  or  proposal  applicable  to  a  Government  contract.  This  identification 
requirement  also  applies  to  any  costs  specifically  identified  as  unallowable. 
The  costs  of  any  work  project  not  contractually  authorized,  whether  or  not 
related  to  performance  of  a  proposed  or  existing  contract,  must  be  accounted 
for,  to  the  extent  appropriate  in  a  manner  that  permits  ready  separation  from 
the  costs  of  authorized  work  projects.  All  unallowable  costs  are  subject  to 
the  same  cost  accounting  principles  governing  cost  allocability  as  allowable 
costs. 

Exemptions :  None 
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CAS  406  Coat  Accounting  Period 
Effective  Date:  1  July  1974 

Purpose :  The  purpose  of  this  standard  is  to  provide  the  criteria  for  the 
selection  of  the  time  periods  to  be  used  as  cost  accounting  periods  for 
contract  cost  estimating,  accumulating,  and  reporting.  Following  the  criteria 
of  this  standard  will  reduce  the  effects  of  variations  in  the  flow  of  costs  in 
each  cost  accounting  period.  It  '..ill  also  enhance  objectivity,  consistency, 
and  verifiability,  and  pronote  uniformity  and  comparability  in  contract  cost 
measurements. 

General  Information:  A  contractor  must  use  the  firm's  fiscal  year  as  its  cost 
accounting  period  except  that: 

(1)  Costs  of  an  indirect  function  that  exists  for  only  a  part  of  a  cost 
accounting  period  may  be  allocated  to  cost  objectives  of  that  same  part  of  the 
period. 

(2)  An  annual  period  other  than  the  fiscal  year  may  be  used  as  the  cost 
accounting  period  if  its  use  is  an  established  practice  of  the  contractor  and 
mutually  agreed  to  by  the  Government. 

(3)  A  transitional  cost  accounting  period  other  than  a  year  will  be  used 
whenever  a  change  of  fiscal  year  occurs. 

(4)  Where  a  contractor's  cost  accounting  period  is  different  from  the 
reporting  period  required  by  Renegotiation  Board  regulations,  the  latter  nay 
be  used  for  such  reporting. 

A  contractor  must  follow  consistent  practices  in  the  selection  of  the  cost 
accounting  period  or  periods  in  which  expenses  and  adjustments  to  expenses, 
including  prior-period  adjustments,  are  accumulated  and  allocated. 

The  same  cost  accounting  period  must  be  used  for  accumulating  costs  in  an 
indirect  cost  pool  for  establishing  its  allocation  base,  except  that  the 
contracting  parties  may  agree  to  use  a  different  period  for  establishing  an 
allocation  base  under  oertain  limited  circumstances. 

Exemptions :  None 
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CAS  407  Use  of  Standard  Costs  for  Direct  Material  and  Direct  Labor 
Effective  Date:  10  October  1974 

Purpose:  The  purposes  of  this  standard  are  to  provide  the  criteria  under 
which  standard  costs  nay  be  used  for  estimating,  accumulating,  and  reporting 
costs  of  direct  material  and  direct  labor;  and  to  provide  the  criteria 
relating  to  the  establishment  of  standards,  accumulation  of  standard  costs, 
and  accumulation  and  disposition  of  variances  from  standard  costs.  Standard 
costs  include  any  costs  computed  with  the  use  of  preestablished  measures. 

General  Information:  Standard  costs  may  be  used  for  estimating,  accumulating, 
and  reporting  costs  of  direct  material  and  direct  labor  only  when  all  of  the 
following  criteria  are  met: 

(a)  Standard  costs  are  entered  into  the  books  of  account. 

(b)  Standard  costs  and  related  variances  are  appropriately  accounted  for 
at  the  level  of  the  production  unit. 

(c)  Practices  with  respect  to  the  setting  and  revising  of  standards,  use 
of  standard  costs,  and  disposition  of  variances  are  stated  in  writing  and  are 
consistently  followed. 

A  contractor's  written  statement  of  practices  with  respect  to  standards 
must  include  the  bases  and  criteria,  auch  as  engineering  studies,  experience, 
or  other  supporting  data,  used  in  setting  and  revising  standards;  the  period 
during  which  standards  are  to  remain  effective;  the  level,  such  as  ideal  or 
realistic,  at  which  material -quantity  standards  and  labor-time  standards  are 
not;  and  conditions,  such  as  those  expected  to  prevail  at  the  beginning  of  a 
period,  which  material -price  standards  and  labor-rate  standards  are  designed 
to  reflect. 

Variances  accumulated  by  production  unit  must  be  allocated  to  cost 
objectives,  including  ending-in -process  inventory,  at  least  once  a  year.  In 
material  variances  nay  be  included  in  appropriate  indirect  cost  pools  for 
allocation  to  applicable  cost  objectives. 

Exemptions :  None 
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CAS  408  Accounting  for  Costs  of  Compensated  Personnel  Absence 
Effective  Date:  1  July  1975 

Purpose:  The  purpose  of  this  standard  is  to  lap rove  uniformity  in  the 
measurement  of  costs  of  vacation,  siok  leave,  holiday,  and  other  compensated 
personal  absence  for  a  cost  accounting  period. 

General  Information:  Any  absence  from  work  for  reasons  such  as  illness, 
vacation,  holidays,  jury  duty,  military  training,  or  personal  activities  for 
which  an  employer  pays  compensation  directly  to  an  employee  in  accordance  with 
a  plan  or  a  custom  is  a  compensated  personal  absence.  As  employee's  right  to 
receive  such  compensation  is  known  as  an  entitlement. 

The  costs  of  compensated  personal  absence  are  assigned  to  the  cost 
accounting  period  or  periods  in  which  the  entitlement  was  earned.  Compensated 
personal  absence  is  earned  when  the  employer  becomes  liable  to  co^iensate  the 
employee  for  such  absence  in  the  event  of  a  nondisciplinary  termination  or 
lay-off.  Where  a  new  employee  must  complete  a  probationary  period  before  the 
employer  becomes  liable,  the  employer  may  nonetheless  tureat  such  services  as 
creating  liability,  entitlement  will  be  considered  earned  during  the  period  it 
is  paid. 

Liability  estimates  will  normally  be  made  for  the  total  cost  of  all 
employees  unless  individual  estimates  are  required  for  accuracy.  The 
estimated  liability  must  include  all  earned  entitlements  less  any  significant 
anticipated  nonutilization.  Current  or  anticipated  wage  rates  may  be  used  in 
estimating  liability. 

Any  increase  in  liability  from  implementation  of  the  standard  or  from  a 
change  in  the  employee's  plan  or  custom  must  be  held  in  suspense.  The  amount 
held  in  suspense  will  be  reduced  by  the  excess  over  the  employee's  liability 
at  the  end  of  the  period.  The  period  cost  will  then  be  increased  by  that 
amount. 

The  costs  of  compensated  personal  absence  from  an  accounting  period  must 
be  allocated  proportionately  to  the  final  cost  objectives  of  that  period. 

Exemptions:  Contractors  subject  to  cost  principles  of  the  Office  of 
Management  and  Budget  concerning  grants  and  contracts  with  educational 
institutions  or  state  and  local  governments  are  exempt  from  this  standard. 


CAS  409  Depreciation  on  Tangible  Capital  Assets 
Effective  Date:  1  July  1975 

Purpose:  The  purpose  of  this  standard  is  to  provide  the  criteria  and  guidance 
for  assigning  costs  of  tangible  capital  assets  to  cost  accounting  periods  and 
for  allocating  such  costs  to  cost  objectives  within  such  periods  in  a  fair  and 
consistent  Banner.  The  standard  is  based  on  the  concept  that  depreciation 
costs  identified  with  cost  accounting  periods  should  be  a  reasonable  aeasure 
of  the  expiration  of  service  potential  of  the  tangible  assets  subject  to 
depreciation.  Adherence  to  this  standard  should  provide  a  systenatic  and 
rational  flow  of  the  costs  of  tangible  capital  assets  to  benefited  cost 
objectives  over  the  expected  service  lives  of  the  assets.  This  standard  does 
not  cover  nonwasting  assets  or  natural  resources  subject  to  depletion. 

General  Inforaation:  The  depreciable  cost  of  a  tangible  capital  asset,  or 
group  of  assets.  Bust  be  assigned  to  cost  accounting  periods  by  the  following 
criteria : 

( 1 )  The  depreciable  cost  of  a  tangible  capital  asset  will  be  its 
capitalized  cost  less  its  estimated  residual  (salvage)  value. 

(2>  The  estiaated  service  life  of  a  tangible  capital  asset,  or  group  of 
assets,  will  be  used  to  determine  the  cost  accounting  periods  to  which  the 
depreciable  cost  will  be  assigned. 

(3)  The  aethod  of  depreciation  selected  oust  reflect  the  pattern  of 
consuaptlon  of  services  over  the  life  of  the  asset.  The  estiaated  life  of  the 
asset  aust  be  supported  by  historical  experience.  The  historical  experience 
aay  be  aodified  by  changes  in  expected  physical  or  econoaic  usefulness.  Where 
historical  records  are  not  available,  estiaates  aay  be  based  on  the  expected 
useful  life  of  the  tiae.  However,  the  estiaate  aust  not  be  less  than  the 
average  period  set  forth  for  such  assets  in  Internal  Revenue  Service  Procedure 
72-10. 

(A)  Any  gain  or  less  that  is  recognized  on  disposal  of  a  tangible  capital 
asset  aust  be  assigned  to  the  cost  accounting  period  in  which  the  disposition 
occurs. 

The  annual  depreciation  cost  of  a  tangible  capital  asset,  or  group  of 
assets,  aust  be  allocated  to  the  cost  objectives  for  which  it  provides 
service.  The  gain  or  loss  recognized  upon  disposition  of  a  tangible  capital 
asset,  where  aaterial  in  an  aaount,  aust  be  allocated  Just  as  the  depreciation 
cost  of  the  asset  has  been  or  would  have  been  allocated  for  the  cost 
accounting  period  in  which  the  disposition  occurs.  Where  such  gain  or  loss  is 
not  aaterial,  the  aaount  aay  be  included  in  an  appropriate  indirect  cost  pool. 

Bxeaptions:  Contractors  subject  to  cost  principles  of  the  Office  of 
Manageaent  and  Budget  concerning  grants  and  contracts  with  educational 
institutions  or  state  and  local  goveraaents  are  exeapt  froa  this  standard. 
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CAS  A 10  Allocation  of  Business  Unit  General  and  Administrative  Expense  to 
Pinal  Cost  Objectives 

Effective  Date:  1  October  1976 

Purpose:  The  purpose  of  this  standard  is  to  provide  the  criteria  for  the 
allocation  of  business  unit  general  and  adminit trative  (G&A)  expenses  to  final 
cost  objectives  based  on  their  beneficial  or  ct asal  relationship.  GAA 
expenses  represent  the  cost  of  the  management  and  administration  of  the 
business  unit  as  a  whole.  The  standard  also  provides  criteria  for  the 
Allocation  of  home  office  expenses  received  by  a  segment  to  the  cost 
objectives  of  that  segment. 

General  Information:  Business  unit  GAA  expenses  must  be  grouped  in  a  separate 
indirect  cost  pool  that  is  allocated  only  to  final  cost  objectives,  including 
items  produced  or  worked  on  for  stock.  The  GAA  expense  pool  of  a  business 
unit  for  a  cost  accounting  period  must  be  allocated  to  final  cost  objectives 
of  that  cost  accounting  period  by  means  of  a  cost  input  base  representing  the 
total  activity  of  the  business  unit.  The  cost  input  base  selected  will  be  the 
one  that  best  represents  the  total  activity  of  a  typical  cost  accounting 
period.  Sometimes  a  particular  oost  objective  receives  significantly  more  or 
less  benefit  from  a  GAA  expense  pool  than  what  would  be  reflected  by  a  total 
activity  cost  input  based  allocation.  The  business  unit  must  account  for  this 
cost  objective  by  a  special  allocation  from  the  GAA  pool  based  on  the  benefit 
received. 

Independent  research  and  development  costs  and  bidding  and  proposal  (IRAD 
and  RAP)  costs  will  be  treated  pursuant  to  provisions  of  existing  laws, 
regulations,  and  other  controlling  factors.  Any  costs  that  do  not  satisfy  the 
definition  of  GAA  expenses  in  this  standard,  but  have  been  classified  by  a 
business  unit  as  GAA  expenses,  can  remain  in  the  GAA  pool  unless  they  can  be 
allocated  to  business  unit  cost  objectives  on  a  beneficial  or  causal 
relationship  that  is  best  measured  by  a  base  other  than  a  cost  input  base. 

The  cost  input  base  selected  to  represent  the  total  activity  of  business 
unit  should  be  the  one  that  best  represents  total  business  activity. 

(1)  A  total  cost  input  base  is  generally  acceptable  as  an  appropriate 
measure  of  the  total  activity  of  a  business  unit. 

(2)  A  value-added  cost  input  base  is  that  of  total  cost  input  less 
material  and  subcontract  costs.  Value-added  cost  input  will  be  used  as  an 
allocation  base  where  inclusion  of  material  and  subcontract  costs  would 
significantly  distort  the  allocation  of  the  GAA  expense  expense  pool  in 
relation  to  the  benefits  received,  and  where  costs  other  than  direct  labor  are 
significant  measures  of  total  activity. 

(3)  A  single  element  oost  input  base,  for  exaaple,  direct  labor  hours  or 
direct  labor  dollars,  which  represents  the  total  aotivity  of  a  business  unit, 
may  be  used  to  allocate  the  GAA  expense  pool  where  it  produces  equitable 
results. 

Where,  prior  to  the  effective  date  of  this  standard,  business  unit's 
disclosed  or  established  oost  accounting  practice  was  to  use  a  cost  of  sales 
or  sales  base,  that  business  unit  may  use  the  transition  method  set  out  in 
Appendix  A  of  the  standard. 
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CAS  All  Accounting  for  Acquisition  Costs  of  Material 
Effective  Date:  1  July  1977 

Purpose:  The  purpose  of  this  standard  is  to  provide  the  criteria 

for  the  accounting  of  acquisition  costs  of  aaterial.  It  includes 
provisions  on  the  use  of  inventory  costing  methods. 

General  Information:  The  contractor  must  have,  and  must 
consistently  apply,  written  statements  of  accounting  policies  and 
practices  for  accumulating  the  costs  of  material  and  for 
allocating  costs  of  aaterial  to  cost  objectives.  The  cost  of 
units  of  a  category  of  material  and  for  allocating  costs  of 
aaterial  to  cost  objectives.  The  cost  of  units  of  a  category  of 
aaterial  nay  be  allocated  directly  to  a  cost  objective,  provided 
that  the  cost  objective  was  specifically  identified  at  the  time 
of  purchase  or  production  of  the  units.  The  cost  of  material 
that  (1)  is  used  solely  for  performing  indirect  functions,  or  (2) 
is  not  a  significant  element  of  production  cost  whether  or  not 
incorporated  in  an  end  product,  may  be  allocated  to  an  indirect 
cost  pool.  When  significant,  the  cost  of  such  indirect  material 
not  consumed  in  a  cost  accounting  period  must  be  established  as 
an  asset  at  the  end  of  the  period.  In  general,  the  cost  of  a 
category  of  material  will  be  accounted  for  in  material  inventory 
records.  One  of  the  following  inventory  costing  methods  will  be 
used  when  issuing  material  from  a  company-owned  inventory: 

(1)  First-in,  first-out  (FIFO)  method. 

(2)  Moving  average  cost  method. 

(3)  Weighted  average  cost  method. 

(A)  Standard  cost  method. 

(5)  Last-ln,  first-out  (LIFO)  method. 

The  method  of  computation  used  for  any  inventory  costing 
method  selected  pursuant  to  the  provisions  of  this  standard  must 
be  consistly  followed. 

Exemptions:  None. 
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CAS  412  Composition  and  Measurement  of  Pension  Cost 
Effective  Date:  1  January  1976 

Purpose:  The  purpose  of  this  standard  is  to  provide  guidance  for 

determining  and  measuring  the  components  of  pension  cost.  It 
establishes  the  basis  on  whioh  pension  costs  will  be  assigned  to 
cost  accounting  periods. 

General  Information:  This  standard  considers  two  basic  types  of 
pension  plans;  def ined-benef it  and  defined-contribution.  Under 
the  defined-benefit  plan,  benefits  are  established  in  advanced, 
and  contributions  are  intended  to  provide  those  benefits.  Under 
the  defined-contribution  plan,  contributions  are  established  in 
advance,  and  benefits  are  whatever  amount  results  from  those 
contributions . 

The  period  pension  coat  of  defined-contribution  pension  plans 
is  the  net  contribution  required  for  that  period,  after  a 
consideration  of  applicable  dividends  and  other  credits. 

Period  pension  costs  for  defined-benefit  pension  plans  are 
(1)  the  normal  cost  of  the  period,  (2)  a  part  of  any  unfunded 
actuarial  liability,  (3)  an  interest  equivalent  on  the 
unamortized  portion  of  any  unfunded  actuarial  liability,  and  (4) 
an  adjustment  for  any  actuarial  gains  and  losses.  Por  defined- 
benefit  pension  plans,  the  amount  of  pension  cost  of  a  cost 
accounting  period  is  determined  by  use  of  an  actuarial  cost 
method  that  measures  separately  each  of  the  components  of  pension 
cost . 

The  amount  of  pension  cost  computed  for  a  cost  accounting 
period  is  assignable  only  to  that  period.  Except  for  pay-as-you- 
go  plans,  the  cost  assignable  to  a  period  is  allocable  to  cost 
objectives  of  that  period  to  the  extent  that  liquidation  of  the 
liability  for  such  cost  can  be  compelled.  If  payment  is  optional 
with  the  company,  the  amount  of  assignable  costs  allocable  to 
cost  objectives  of  that  period  is  limited  to  the  amount  of 
benefits  actually  paid  to  retirees  or  beneficiaries  in  that 
period . 

Exemptions:  None 
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CAS  413  Adjustment  and  Allocation  of  Pension  Coat 
Bffeotive  Date:  10  March  1978 

Purpose:  This  standard  has  two  priaary  purposes.  One  is  that  of 

providing  guidance  for  adjusting  pension  cost  by  aeasuring 
actuarial  gains  and  losses  and  assigning  such  gains  and  losses  to 
cost  accounting  periods.  The  other  is  s  to  provide  guidelines 
for  allocation  of  pension  cost  to  segaents  of  an  organization. 

General  Inforaation:  Actuarial  gains  and  losses  result  froa 
differences  between  expense  estiaated  by  using  actuarial 
assuaptions  and  aotual  expense.  An  actuarial  assuaption  is  a 
prediction  of  future  conditions  affecting  pension  cost;  for 
example,  aortality  rate,  employee  turnover,  coapensation  levels, 
pension  fund  earnings,  and  changes  in  values  of  pension  fund 
assets.  Actuarial  gains  and  losses  aust  be  calculated  annually 
and  assigned  to  the  cost  accounting  period  for  which  the 
actuarial  valuation  is  aade  and  for  subsequent  periods. 
Significant  actuarial  gains  and  losses  for  pension  plans,  using 
an  iaaediate-gain  actuarial  cost  aethod,  aust  be  aaortized 
equally  over  a  15-year  period,  beginning  with  the  rate  as  of 
which  the  actuarial  valuation  is  aade.  Insignificant  gains  or 
losses  aay  be  included  as  a  coaponent  of  the  current  or  ensuing 
year's  pension  cost.  Actuarial  gains  and  losses  applicable  to  a 
pension  plan,  using  a  spread-gain  actuarial  cost  aethod,  will  be 
included  as  part  of  current  and  before  normal  cost  and  is  spread 
over  the  remaining  average  working  lives  of  the  work  force. 

The  value  of  all  pension  fund  assets  aust  be  determined  under 
an  asset  valuation  aethod  that  takes  into  account  unrealized 
appreciation  and  depreciation  of  pension  fund  assets.  Except 
when  plans  are  funded  by  guaranteed  benefit  payaents  of  Insurance 
company  the  actuarial  value  of  the  assets  or  a  pension  fund  will 
be  used  in  aeasuring  actuarial  gains  and  losses  and  in  measuring 
other  components  of  pension  cost.  The  actuarial  value  aay  be 
determined  by  using  any  recognized  asset  valuation  aethod  that 
provides  equivalent  recognition  of  appreciation  and  depreciation 
of  pension  fund  assets.  However,  the  total  asset  value  produced 
by  the  aethod  aust  fall  within  a  corridor  froa  80  to  120  percent 
of  the  market  value  of  the  assets,  determined  as  of  the  valuation 
date.  If  the  aethod  produces  a  value  that  falls  outside  the 
corridor,  the  value  of  the  assets  aust  be  adjusted  to  equal  the 
nearest  boundary  of  the  corridor. 

Contractors  aust  allocate  pension  cost  to  each  segment  having 
participants  in  the  plan.  For  contractors  who  compute  a 
coaposite  pension  cost  covering  plan  participants  in  two  or  aore 
segaents,  the  base  to  be  used  for  allocating  such  costs  aust  be 
representative  of  the  factors  on  which  the  pension  benefits  are 
based.  For  exaaple,  a  base  consisting  of  salaries  and  wages  will 
be  used  for  pension  oosts  that  are  calculated  as  a  percentage  of 
salaries  and  wages;  a  base  consisting  of  the  number  of  eaployees 
will  be  used  for  pension  costs  that  are  calculated  as  an  amount 
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per  employee.  Separate  pension  cost  for  a  segment  oust  be 
calculated  whenever  any  of  several  conditions  exist  that 
materially  affect  the  amount  of  pension  cost  allocated  to  the 
segments.  Whenever  the  pension  cost  of  a  segment  is  required  to 
be  calculated  separately  such  calculations  will  be  prospective 
only;  pension  costs  need  not  be  redetermined  for  prior  years. 

For  a  segment  a  base  pension  costs  are  required  to  be  calculated 
separately,  there  must  be  an  initial  allocation  of  a  share  in  the 
undivided  pension  fund  assets  to  that  segment  according  to 
criteria  established  in  the  standard.  If,  before  a  contractor  is 
required  to  use  this  standard,  the  firm  has  been  calculating 
pension  cost  separately  for  individual  segments,  the  amount  of 
assets  previously  allocated  to  those  segments  need  not  be 
changed.  Further,  criteria  are  specified  by  the  standard  for 
handling  separately  calculated  pension  costs. 

Exemptions:  None 
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CAS  *14  Cost  of  Money  as  an  Element  of  the  Cost  of  Facilities 
Capital 

Purpose:  The  purpose  of  this  standard  is  to  establish  criteria 

for  the  measurement  and  allocation  of  the  cost  of  capital 
committed  to  facilities  as  an  element  of  contract  cost. 

General  Information:  A  contractor's  facilities  capital  net  book 
▼alue  (NBT)  must  be  measured  and  allocated  to  accounts  in 
accordance  with  the  criteria  set  forth  in  this  standard. 

This  MBV  is  then  multiplied  by  the  interest  rate  determined 
by  the  Secretary  of  the  Treasury  under  Public  Law  92-41(86 
Statute  97)  to  find  an  estimated  period  cost  of  money  for  the 
account.  This  cost  of  money  is  then  divided  by  the  appropriate 
overhead  base  to  develop  a  cost  of  money  factor.  These  factors 
are  then  applied  to  the  appropriate  bases  in  each  contract  to 
determine  the  cost  of  money  applicable  to  each  accounting  period 
of  the  contract. 


Exemptions:  Contractors  subject  to  cost  principles  of  the  Office 

of  Management  and  Budget  concerning  grants  and  contracts  with 
educational  institutions  or  state  and  local  governments  are 
exempt  from  this  standard. 
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CAS  415  Accounting  for  the  Cost  of  Deferred  Compensation 
Effective  Date:  10  July  1977 

Purpose:  The  purpose  of  this  standard  is  to  provide  the  criteria 

for  the  measurement  of  the  cost  of  deferred  compensation,  except 
compensation  for  personnel  absence  and  pension  plans,  and  the 
assignment  of  such  cost  to  cost  accounting  periods. 

General  Information:  The  cost  of  deferred  compensation  must  be 
assigned  to  the  cost  accounting  period  in  which  the  contractor 
incurs  an  obligation  to  compensate  the  employee.  The  period  cost 
of  deferred  compensation  will  be  the  present  value  of  the  future 
benefits  to  be  paid  by  the  contractor.  Unless  the  cost  of 
deferred  compensation  for  the  employees  covered  by  a  deferred 
compensation  plan  can  be  measured  with  reasonable  accuracy  on  a 
group  basis,  separate  computations  for  each  employee  is  required. 
Por  the  purpose  of  recording  costs,  contractor  obligation  to 
future  employee  compensation  occurs  in  the  period  in  which  the 
following  criteria  are  met: 

(1)  The  contractor  cannot  unilaterally  avoid  a  requirement 
to  make  the  future  payment(s).  When  compensation  awards  are 
contingent  on  future  employee  services,  obligation  does  not  occur 
until  those  service  are  performed.  In  the  event  no  obligation  to 
future  employee  compensation  occurs  in  the  period  in  which  the 
following  criteria  are  met: 

(2)  The  deferred  compensation  award  is  to  be  satisfied  by  a 
future  payment  of  money,  other  assets,  or  shares  of  stock  of  the 
contractor. 

(3)  The  amount  of  the  future  payment  can  be  measured  with 
reasonable  accuracy. 

(4)  The  recipient  of  the  award  is  known. 

(5)  If  the  terms  of  the  award  require  that  certain  events 
must  occur  before  an  employee  is  entitled  to  receive  the 
benefits,  there  is  a  reasonable  probability  that  such  events  will 
oocur . 

(6)  Por  stock  options,  there  must  be  a  reasonable 
probability  that  the  options  ultimately  will  be  exercised. 

The  period  cost  of  contractor  obligation  includes  the  stated 
amount  of  any  compensation  award  plus  an  estimate  of  any 
applicable  interest  less  an  estimate  of  employee  forfeitures  of 
compensation.  Any  material  changes  in  contractor  obligation 
resulting  from  changes  in  the  interest  rate  or  employee 
forfeitures  will  be  recorded  in  the  period  in  which  those  changes 
become  known.  Contractor  obligations  to  deliver  assets  other 
than  cash  will  be  recorded  at  asset  market  value  in  the  period  of 
those  obligations. 
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CAS  416  Accounting  for  Insurance  Costs 
Effective  Date:  10  July  1979 

Purpose:  The  purpose  of  this  standard  is  to  provide  the  criteria 

for  the  seasureaent  of  insurance  costs,  the  assignment  of  such 
costs  to  cost  accounting  periods,  and  their  allocation  to  cost 
objectives . 

General  Information:  The  amount  of  insurance  cost  to  be  assigned 
to  a  cost  accounting  period  is  the  projected  average  loss  for 
that  period  plus  insurance  administration  expenses  in  that 
period.  Insurance  costs  that  may  be  defined  as  deposits  under 
current  accounting  principles  must  be  accounted  for  an  deposits. 
Other  premium  costs  accounting  periods  covered  by  the  policy 
tern.  A  refund,  dividend,  or  additional  assessment  becomes  an 
adjustment  to  the  premium  costs  of  the  earliest  cost  accounting 
period  in  which  the  refund  or  dividend  is  actually  or 
constructively  received  or  in  which  the  additional  assessment  is 
payable . 

If  an  objective  of  an  insurance  program  is  to  prefund 
insurance  coverage  on  retired  persons,  payments  must  be  made  to 
an  insurer  or  trustee  to  establish  and  maintain  a  fund  or  reserve 
for  that  purpose.  The  policyholder  or  trustor  has  no  right  of 
recapture  of  the  fund  or  reserve  so  long  as  any  active  or  retired 
participant  in  the  program  remains  alive  unless  the  interests  of 
such  remaining  participants  are  satisfied.  The  amount  added  to 
the  fund  or  reserve  in  any  cost  accounting  period  must  not  be 
greater  than  an  amount  that  would  be  required  to  apportion  the 
cost  of  the  insurance  coverage  fairly  over  the  working  lives  of 
the  active  employees  in  the  plan. 

The  contractor  may  adopt  a  practice  of  determining  insurance 
costs  based  on  the  estimated  premium  and  assessments  net  of 
estimated  refunds  and  dividends.  Adjustments  must  be  made  in  the 
earliest  possible  cost  accounting  period  for  differences  between 
estimates  and  actual  expenses. 

For  exposure  to  risk  of  loss  not  cover  by  the  purchase  of 
Insurance  or  by  payments  to  a  trusteed  fund,  the  contractor  may 
follow  a  program  of  self-insurance.  Normally,  actual  losses  will 
not  become  a  part  of  insurance  costs.  Instead,  the  contractor 
shall  make  a  self-insurance  charge  for  each  period  for  each  type 
of  self-insured  risk  that  represents  the  projected  average  loss 
for  that  period. 

The  allocation  of  insurance  costs  to  cost  objectives  will  be 
based  on  the  beneficial  or  causal  relationship  between  the 
insurance  costs  and  the  benefiting  or  causing  objectives. 
Insurance  costs,  including  costs  of  administration,  must  be 
allocated  on  the  basis  of  the  factors  used  to  determine  the 
premium,  assessment,  refund,  dividend,  or  self-insurance  charge. 
However,  insurance  costs  incurred  by  a  segment  or  allocated  to  a 
segment  from  a  home  office  may  be  combined  with  costs  of  other 
direct  cost. 


Exemptions:  None 
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CAS  417  Cost  of  Money  as  an  Eleaent  of  Cost  of  Capital  Assets 
Under  Construction 

Effective  Date:  15  Deceaber  1980 

Purpose:  The  purpose  of  this  standard  is  to  provide  for  the 

inclusion  of  cost  of  aoney  or  its  equivalent  in  the  capitalized 
cost  of  facilities  under  oonstruotion. 

General  Inforaation:  The  asset  value  to  be  depreciated  will 
include  an  aaount  representative  of  the  contractors  investaent 
for  the  period  plus  an  aaount  representative  of  the  associated 
cost  of  aoney.  The  investaent  value  will  be  aeasured  using  the 
contractor *s  costs.  Where  the  oonstruotion/fabrication  period 
extends  over  aore  than  one  cost  accounting  periods,  the 
investaent  cost  will  be  spread  over  the  periods  with 
consideration  given  to  the  rate  at  which  the  contractor  is 
incurring  costs. 

The  deteraination  of  the  cost  of  aoney  will  be  done  using  CAS 
414  aethodology.  The  treasury  rate  pursuant  to  P.L.  92-41  will 
be  used  in  calculating  cost  of  aoney.  It  is  peraissible  for  the 
contractor  to  use  soae  other  aethod  for  calculating  cost  of  aoney 
as  long  as  the  result  does  not  differ  aaterially  froa  the  above 
aethodology . 


Exeaptions 


None 


CAS  418  Allocation  of  Direct  and  Indirect  Costa 
Effective  Date:  20  September  1980 

Purpose:  The  purpose  of  this  standard  is  to  provide  for 

consistent  determination  of  direct  and  indirect  costs;  for  the 
accumulation  indirection  costs  into  cost  pools;  and,  for 
selection  of  allocation  bases. 

General  Information:  Each  contractor  will  have  a  written  policy 
for  classifying  costs  as  direct  or  indirect.  The  degree  of 
detail  in  the  written  policy  shall  be  decided  on  by  the 
contractor  and  cognizant  government  representative.  The  polioy 
will  require  the  use  of  actual  costs;  standard  costs  as  covered 
in  CAS  407  may  be  used.  Average  or  preestablished  rates  are 
acceptable  as  long  as  the  employees  involved  are  interchangeable 
with  respect  to  their  functions;  or,  if  there  functions  are 
disslmiliar,  they  function  as  an  integral  team  or  their 
collective  efforts  results  in  a  homogeneous  output. 

Indirect  costs  with  the  same  or  similar  beneficial  or  casual 
relationships  to  cost  objectives  should  be  grouped  into  pools. 
Costs  may  also  be  regarded  as  homogeneous  if  the  allocation  to 
cost  objectives  is  approximately  the  same  as  would  result  if  the 
costs  were  allocated  separately. 

Pooled  costs  shall  be  allocated  to  cost  objectives  in  reasonable 
proportion  to  the  beneficial  or  casual  relationship  of  the  pooled 
cost 8  to  the  cost  objectives.  The  preferred  representation  of 
this  relationship  is  a  measure  of  resource  consumption  such  as 
pool  cost  per  direct  labor  hour  or  dollar.  If  a  measure  of 
resource  consumption  is  impractical  or  not  available,  the  next 
best  representation  is  a  measure  of  pooled  cost-output  such  as 
square  footage  as  an  allocation  base  for  occupancy  costs.  If 
neither  of  these  representations  are  practical  or  available,  then 
a  surrogate  measure  that  approximates  the  proportional 
consumption  of  the  pooled  resource  shall  be  used;  for  example, 
the  value  of  materials  issued  as  an  allocation  base  for  material 
handling  cost.  If  the  pooled  cost  includes  significant  amounts 
of  managerial/supervisory  cost  then  the  allocation  base  should  be 
representative  of  the  activities  being  managed  or  supervised. 

Keep  in  mind  that  while  this  hierarchy  is  the  required  basis  for 
selecting  and  evaluating  the  allocation  bases,  no  change  in  the 
contractor's  existing  bases  is  required  if  the  resulting 
difference  is  immaterial. 

Exemptions:  Contractors  subject  to  cost  principles  of  the  Office 

of  Management  and  Budget  concerning  grants  and  contracts  with 
educational  institutions  or  state  and  local  governments  are 
exempt  from  this  standard. 


C-46 


CAS  420  Accounting  for  Independent  Research  and  Development 
Costs  and  Bid  and  Proposal  Costs 

Effective  Date:  15  March  1980 

Purpose:  The  purpose  of  this  standard  is  to  provide  criteria  for 
the  accumulation  and  allocation  of  independent  researoh  and 
development  costs  (IRAD)  and  bid  and  proposal  (BAP). 

General  Information:  All  allocable  IRAD/BAP  cost  shall  be 
accumulated  by  individual  project.  Small  projects  may  be  grouped 
into  one  or  more  IRAD  projects  and  BAP  projects.  Allocable 
IRAD/BAP  costs  include  direct  project  oosts  and  applicable 
overhead  oosts.  Segment  general  and  administrative  costs  will 
not  be  charged  to  IRAD/BAP  projects. 

Individual  segments  will  normally  allocate  their  IRAD/BAP 
costs  by  means  of  the  same  base  used  for  general  and 
administrative  expense.  In  those  cases  where  the  general  and 
administrative  expense  base  would  result  in  an  allocation  of 
costs  to  a  final  cost  objective  that  receives  significantly  more 
or  less  benefit  from  the  IRAD  or  BAP  oosts,  a  special  allocation 
commensurate  with  the  benefit  received  nay  be  negotiated.  When  a 
segment  performs  IRAD  or  BAP  by  the  performing  segment.  The 
performing  segment  will  accumulate  the  project  cost  including  an 
allocation  of  its  general  and  administrative  cost  and  then 
allocate  the  cost,  via  the  home  office,  to  the  benefiting 
segment (s) . 

The  costs  of  IRAD  and  BAP  projects  accumulated  at  the  home 
office  will  be  allocated  to  its  segment  by  one  or  two  methods. 

The  first  method  allocates  costs  to  specific  segments  when  the 
segments  can  be  identified  with  specific  segments.  In  this  case 
the  costs  are  assumed  to  be  for  the  general  benefit  of  the 
entire  company  and  will  be  allocated  on  the  same  basis  as  home 
office  residual  expenses  covered  under  CAS  403. 

Exemptions:  Contractors  subject  to  cost  principles  of  the  Office 

of  Management  and  Budget  concerning  grants  and  contacts  with 
educational  institutions  or  state  and  local  governments  are 
exempt  from  this  standard. 


CHAPTER  D 


OVERHEAD  AND  PRICING 


Through  techniques  of  cost  and  price  analysis,  defense 
contractors  and  government  representati ves  attempt  to  reach  fair 
and  reasonable  prices  for  defense  acquisitions.  Since  open 
market  competition  often  does  not  exist,  alternative  methods  of 
determining  reasonableness  must  be  used.  This  chapter  will  look 
at  price  analysis,  cost  analysis,  profit  considerations  and  cost 
and  pricing  data  requirements. 


The  reading  assignment  is  as  follows: 
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SCHOOL  OF  SYSTEMS  AND  LOGISTICS 


ADVANCED  CONTRACT  ADMINISTRATION  COURSE  (PPM  304) 


SUBJECT;  Overhead  and  Pricing  Support 
TIME;  4.5  Hrs 

OBJECTIVE;  Comprehend  selected  techniques  for  Cost/Price 

analysis  and  evaluation,  negotiation,  and  monitoring 
of  direct/indirect  costs  on  Government  contracts. 

SAMPLES  OF  BEHAVIOR; 

a.  State  the  nature  and  importance  of  Overhead  Costs. 

b.  Describe  DOD  objectives  and  policies  for  analyzing, 
monitoring  and  tracking  direct  and  indirect  costs  in 
Government  contracts. 

c.  Explain  the  use  of  forward  pricing  rate  agreements. 

d.  Defend  cost  and  pricing  data  requirements  in  Government 
contracts . 

METHODS  OF  INSTRUCTION;  Lecture/Discussion 

Case  Analysis 

STUDENT  INSTRUCTIONAL  MATERIALS;  ACA  Textbook 

REQUIRED  STUDENT  PREPARATION;  As  defined  in  Chapter  "D"  of  the 
ACA  textbook. 
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THE  SYSTEMATIC  ACQUISITION  OF  OVERHEAD 


BY 


CAPTAIN  JEFFREY  D 


.  SMITH 


Edited  Sep  1986,  R.L.  Hells 


OVERHEAD  IS  IMPORTANT 


Overhead,  or  indirect  expense,  represent  plant-wide  costs  required  to 
support  the  contractor's  business.  Indirect  costs  are  those  costs  that  cannot 
be  directly  identified  with  a  particular  contract  or  program.  Simply  stated, 
indirect  costs  are  all  contractor  costs  except  direct  labor,  direct  material 
(Including  subcontract),  and  other  direct  costs.  These  indirect  costs  account 
for  approximately  two-thirds  of  in-plant  costs  (total  cost  less  direct 
material  and  subcontracts).  With  this  in  mind,  it  is  easy  to  see  why  indirect 
cost  has  been  receiving  so  much  attention! 

IN-PLANT  COSTS 


INDIRECT 

COST  DIRECT  COSTS 

Normally,  your  first  exposure  to  indirect  cost  is  not  through  looking  at 
the  costs  themselves,  but  through  an  overhead  rate  on  a  contractor's  proposal. 
So  how  do  we  get  from  contractor  indirect  costs  to  overhead  rates? 

DEVELOPING  OVERHEAD 


The  genesis  of  overhead  costs  and  overhead  rates  is  through  the 
contractors  planning  and  budgeting  system.  Any  company,  whether  it  is  engaged 
in  the  defense  market  or  commercial  enterprises,  must  make  some  estimate  of 
its  future  business.  While  the  exact  process  varies  from  contractor  to 
contractor,  the  general  sequence  is  the  same.  Before  any  costs  can  be 
estimated,  the  contractor  must  first  estimate  the  total  goods  and  services 
they  expect  to  sell  to  aJJ_  customers  during  each  of  their  forecast  years. 

After  the  sales  have  been  estimated,  the  second  step  is  to  estimate  the  direct 
costs  (direct  labor,  direct  material /subcontract  and  other  direct  costs)  that 
will  be  needed  to  produce  the  goods  and  services  they  expect  to  sell.’  After 
the  direct  costs  have  been  estimated,  the  third  step  is  to  estimate  the  cost 
of  indirect  activities  needed  to  support  the  direct  activities.  These 
indirect  costs  include  a  variety  of  cost  elements  ranging  from  depreciation  to 
taxes  to  office  supplies,  but  the  largest  portion  of  indirect  costs  are  people 
related  (indirect  labor,  supervision  fringe  benefits,  and  other  personnel 
related  expenses).  After  the  indirect  costs  have  been  estimated  the  fourth 
step  is  to  estimate  those  expenses  incurred  for  the  overall  benefit  of  the 
contractor,  these  costs  are  commonly  known  as  general  and  administrative 
expenses  (G&A). 


Contractor  Estimates  for  Accounting  Year  19XX 

Step  1  Sales  Estimate  1,000  units 

Step  2  Direct  Cost  Estimates 

Direct  Labor  $1,000,000 

Direct  Material /Subcontract  $4,000,000 


Total  Estimated  Direct  Costs  $5,000,000 

Step  3  Indirect  Cost  Estimate  $3,000,000 

Step  4  General  &  Administrative  Expense  Estimate  $5,000,000 

Having  completed  the  estimates  for  the  year,  the  contractor  takes  these 
plant-wide  estimates  and  converts  them  into  the  percentage  rates  we  see  on 
cost  proposals  and  reports  of  contract  costs  incurred.  The  conversion  to 
rates  Is  done  using  the  basic  equation: 

rate  =  indirect  cost  POOL 
direct  activity  3ASE 

The  indirect  costs  are  gathered  into  pools  and  divided  by  the  direct 
activity  base  to  which  it  will  be  charged. 

0/H  Rate  =  $3,000,000  (Est  I/C)  =  300%  of  Direct  Labor  Dollars 
$1,000,000  (Est  D7LS) 

G&A  Rate  *  5,000,000  (Est  G&A)  =  62.5%  of  Total  Cost  Input 

r,D-oa;ooo  +  t,ooo,6oo  +  4,000,000 

(DL$)  (Est  I/C)  (Est  DM) 

As  you  can  see  by  the  development  of  these  rates,  the  overhead  rates  are 
based  on  plant-wide  estimates  and  should  be  applied  to  all  categories  of  costs 
included  in  the  allocation  base.  You  should  also  note  that  while  the  overhead 
rate  in  this  example  is  "higher",  the  G&A  rate  actually  represents  more  cost 
($5  million  vs.  $3  million).  Focusing  solely  on  the  rates  often  conceals  the 
real  Importance  of  the  pooled  costs.  The  decisions  on  what  costs  should  be 
pooled  together  and  the  selection  of  appropriate  allocation  bases  are  subject 
to  Federal  Acquisition  Regulations  (FAR)  and  Cost  Accounting  Standards  (CAS). 
Typically,  the  cognizant  Administrative  Contracting  Officer  (AC0)  is 
responsible  for  determining  compliance,  adequacy,  and  reasonableness  of  the 
contractor's  overhead  system  and  rates. 

BUYING  OVERHEAD 


We  "buy"  overhead  through  the  use  of  rates  applied  against  direct  cost 
allocation  bases.  Using  the  rates  we  developed  earlier,  let's  assume  the 
contractor  submitted  the  following  proposal: 

Cost  Proposal  for  ECP-0000 


Direct  Labor  100  Hrs. 
Direct  Labor  $  @  $25. 00/Hr.  $  2,500 
Overhead  9  300%/DL$  $  7,500 
Direct  Material  $  1,000 
Subtotal  $ll,oOo 
G&A  9  62.5%  $  6,875 
Total  Cost  $l/,875 


The  contractor  estimated  the  direct  material  cost  and  direct  labor  hours; 
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then,  using  their  labor  rate,  they  determined  the  direct  labor  cost.  Next  the 
contractor  applied  the  plant-wide  estimated  overhead  and  G&A  rates.  Through 
the  application  of  rates  and  the  negotiation  of  contract  cost  using  rates  we 
“buy"  indirect  costs. 


OVERHEAD  COSTS  ARE  LEGITIMATE 


The  Government  recognizes  indirect  costs  as  a  legitimate  and  fundamental 
cost  of  doing  business.  It  is  the  contractors'  responsibility  to  manage  their 
indirect  costs.  On  the  other  hand,  it  Is  the  Government's  responsibility  to 
insure  fair  and  reasonable  contract  costs  through  the  systematic  monitor ship 
of  contractor's  cost  management.  The  systematic  monitorship  of  contractor 
costs  can  be  divided  into  three  phases;  the  Forward  Pricing  Rate  Agreement 
phase,  the  cost  tracking  phase,  and  the  final  settlement  phase. 

Life  Cycle  of  Overhead 


FPRA 


COST  TRACKING  FINAL  SETTLEMENT 


Throughout  the  cost  monitorship  cycle,  two  basic  concepts  are  present,  the 
cost  avoidance  concept  and  the  government  team  concept.  The  cost  avoidance 
concept  is  our  most  viable  approach  to  dealing  with  cost  reasonableness. 

Simply  stated,  if  an  unreasonable  or  otherwise  unacceptable  cost  can  be 
identified  before  the  cost  is  incurred  we  are  more  apt  to  succeed  in 
negotiating  the  cost  out  of  our  contracts.  Experience  has  shown  that  efforts 
to  disallow  actual  incurred  costs  on  the  grounds  of  reasonableness  have  been 
marginally  effective.  The  reason  for  this  is  simple,  whether  we  feel  the  cost 
should  be  reimbursed  or  not,  the  contractor  did  incur  the  expense  and  must  pay 
it.  If  the  contractor  cannot  charge  the  expense  to  our  contracts  via  the 
overhead  rates,  then  the  expense  must  be  paid  out  of  profit.  If  you  enter 
into  negotiations  on  reducing  questionable  costs  before  the  contractor  has 
incurred  a  significant  amount  of  cost,  you  will  drastically  improve  your 
chances  of  reaching  a  mutually  agreeable  settlement. 

The  other  concept  is  the  use  of  a  government  team.  The  team  members  come 
from  three  agencies;  the  contract  administration  office  (CAO),  the  Defense 
Contract  Audit  Agency  (DCAA),  and  the  buying  activity.  The  focal  point  for 
much  of  the  team  activity  is  the  ACO.  The  cognizant  ACO  is  the  team  leader. 
The  ACO  negotiates  Final  Settlements,  Forward  Pricing  Rate  Agreements  (FPRA), 
or  issues  Forward  Pricing  Rate  Recommendations  (FPRR)  when  an  agreement  with 
the  contractor  has  not  been  reached.  Supporting  the  ACO  is  a  staff  dedicated 
to  negotiating  and  tracking  contractor  direct  and  indirect  costs.  This  staff 
typically  possesses  the  expertise  to  deal  with  issues  such  as  cost 
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accounting.  Cost  Accounting  Standards,  industrial  engineering,  and  automatic 
data  processing. 

The  DCAA  auditor's  advisory  role  contributes  to  overhead  monitorship 
through  audits  of  proposed  FPRA's,  incurred  costs,  final  settlement  proposals, 
and  proposed  changes  to  the  contractors  disclosed  accounting  practices.  The 
auditors  contribute  to  the  cost  avoidance  concept  through  operations  audits. 
These  audits  are  reviews  of  the  efficiency  and  effectiveness  of  selected 
contractor  operations.  By  pointing  out  areas  where  the  contractors  can  reduce 
cost  or  Increase  efficiency  the  costs  associated  with  future  defense  contracts 
may  be  reduced. 

The  buying  office  supports  the  team  concept  through  substantiating 
contractor  sales  forecasts,  providing  information  to  the  ACO  on  significant 
changes  in  volume,  deliveries,  and  other  areas  that  may  effect  overhead  rates, 
insuring  proper  application  of  FPRA's,  supporting  FPRR's,  and  insuring  the 
submittal  of  required  documents  and  materials  such  as  contractor  Disclosure 
Statements. 


TOOLS  OF  THE  TRADE 


There  are  several  tools  for  monitoring  costs  available  to  the  Government 
the  purpose  of  these  tools  is  to  help  insure  fair  and  reasonable  costs  on  our 
contracts.  No  one  tool  is  the  solution  in  itself,  but  all  the  tools  used 
effectively  along  with  the  cooperative  efforts  of  all  the  members  of  the 
Government  team  can  insure  fair  and  reasonable  prices  The  cost  monitorship 
tools  include;  Cost  Accounting  Standards  (CAS),  FAR  31  Cost  Principles, 
Forward  Pricing  Rate  Agreements  (FPRA's),  Should  Cost  Reviews,  and  Cost 
Monitoring  Plans. 

—Cost  Accounting  Standards  — 

CAS  had  its  origins  in  the  late  1960 ' s .  Perceived  abuses  on  defense 
contracts  led  Congress  to  establish  the  Cost  Accounting  Standards  Board.  The 
purpose  of  this  board  was  to  provide  a  body  of  cost  accounting  practices  to 
guard  against  excessive  profits  and  unfavorable  contract  costs.  CAS  attempts 
to  accomplish  this  through  the  establishment  of  standards  governing  cost 
accounting  practices.  The  standards  are  intended  for  defense  contractors  who 
regularly  deal  in  negotiated  national  defense  contracts  over  $100,000. 
Contractors  are  required  to  disclose  to  the  Government  their  cost  accounting 
procedures  and  to  consistently  account  for  and  allocate  proportionately  all 
contract  costs. 

The  primary  responsibility  for  insuring  CAS  compliance  lies  with  the  ACO. 
The  ACO,  with  assistance  from  the  other  team  members,  determines  whether  the 
contractor's  disclosed  practices  are  adequate  and  if  the  practices  are  in 
compliance  with  the  CAS.  Since  the  ACO  has  the  responsibility  to  insure 
uniform  and  consistent  cost  accounting  on  a  plant-wide  basis,  buying  offices 
should  be  very  cautious  about  influencing  contractors  changes  in  accounting 
practices. 

—Forward  Pricing  Rate  Agreements— 
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The  FPRA  is  a  very  useful  tool  for  insuring  consistent  cost  estimating  and 
implementing  the  cost  avoidance  concept.  Since  overhead  is  a  plant-wide  cost, 
the  Government  should,  to  the  greatest  extent  possible,  consistently  use 
overhead  rates  based  on  plant-wide  estimates.  Tunnel  vision  on  the  part  of  a 
buying  office  could  lead  to  excessive  contract  costs  through  the  use  of 
overhead  rates  higher  than  those  supported  by  the  plant-wide  estimates  or  cost 
overruns  through  the  use  of  unrealistic  overhead  rates  that  are  lower  than 
those  supported  by  the  plant-wide  estimates. 

The  FPRA  provides  an  opportunity  to  resolve  some  cost  issues  before  the 
costs  are  incurred.  During  the  negotiation  process  leading  to  an  FPRA, 
general  agreement  between  the  Government  and  the  contractor  needs  to  be 
reached  on  the  composition  and  reasonableness  of  the  pools  and  bases  used  to 
develop  the  rates.  Since  issues  of  allowability,  allocability,  and 
reasonableness  are  part  of  the  negotiation,  the  government  and  contractor  are 
afforded  an  opportunity  to  work  out  differences  before  the  costs  are  incurred. 
The  general  agreement  reached  in  the  FPRA  also  provides  a  basis  for  tracking 
contractor  costs. 

If  the  ACO  and  contractor  cannot  agree  on  a  rate  structure,  the  ACO  will 
issue  a  Forward  Pricing  Rate  Recommendation  (FPRR).  The  FPRR  is  distributed 
to  all  concerned  buying  activities  and  represents  the  cognizant  ACO's  estimate 
of  fair  and  reasonable  rates.  While  FPRR's  are  not  binding  on  the  negotiator, 
buyers  should  attempt  to  negotiate  with  FPRR  rates  for  two  reasons.  First, 
the  government  representatives  most  familiar  with  the  contractor's  total 
operations  have  declared  their  best  estimate  of  fair  and  reasonable  rates. 
Second,  the  buyer  by  holding  to  the  FPRR  helps  support  the  ACO's  efforts  to 
secure  an  FPRA. 

—Cost  Principles— 

The  cost  principles  contained  in  FAR  31  are  tools  that  help  determine  the 
allowability  and  reasonableness  of  selected  costs.  Over  50  cost  principles 
ranging  from  employee  compensation  to  lobbying  costs  are  defined  in  FAR 
31.201.  Many  of  the  cost  principles  are  identified  as  unallowable;  that  is, 
these  costs  cannot  be  charged  to  defense  contracts  either  directly  or  through 
overhead  rate.  Other  cost  principles  are  identified  as  allowable.  In  some 
cases,  a  cost  may  be  identified  as  allowable  but  with  a  limit  placed  on  the 
amount  allowed. 

—Should  Cost- 

One  of  the  more  far  reaching  tools  is  Should  Cost.  The  Federal 
Acquisition  Regulation  refers  to  Should  Cost  as  a  concept  of  contract  pricing 
that  employs  an  integrated  team  of  Government  procurement,  contract 
administration,  audit,  and  engineering  representatives  to  conduct  a 
coordinated,  indept.h  cost  analysis  at  the  contractor's  plant.  This  analysis 
can  be  conducted  for  ongoing  procurements  as  well  as  one  requiring  a  Defense 
Systems  Acquisition  r  view  Council  (DSARC)  approval.  Why  would  a  contracting 
officer  go  through  a.  extensive  review  of  the  contractor's  operation?  One 
such  example  may  be  a  sole  source  situation  that  has  evolved  over  the  years. 

At  this  point,  it  is  beneficial  to  the  Government  to  assess  the  contractor's 
efficiency  of  operations  and  methods.  Once  analyzed  by  this  team  of 
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professionals,  the  Government  can  then  be  prepared  for  negotiations.  If  the 
contractor  persists  in  attempting  to  sell  an  inefficient  manner  of  production 
and  an  uneconomical  use  of  resources,  the  Government  may  be  forced  to 
determine  the  feasibility  of  developing  an  alternate  source.  Actually,  those 
government  representatives  located  in  a  contractor's  plant  provide  an  "Ongoing 
Should  Cost"  analysis  through  tM  Cost  Monitoring  Program. 

—Cost  Monitoring  Program— 

The  Cost  Monitoring  Program  involves  the  cooperative  efforts  of  the 
contract  administration  office  and  the  DCAA  auditors.  Through  a  series  of 
Cost  Monitoring  Reviews  (CMR's)  the  government  reviews  the  efficiency  and 
effectiveness  of  selected  contractor  activities.  In  effect,  CMR's  are  "mini- 
should  cost"  studies  on  contractor  activities  that  appear  to  have  the  room  for 
reduced  costs  or  improved  productivity.  By  highlighting  areas  needing 
improvement  and  working  with  contractors  to  make  needed  improvements,  we  can 
realize  reduced  acquisition  costs.  Reviews  are  performed  by  elements  of  the 
contract  administration  office  when  the  CMR  involves  their  expertise,  by  the 
DCAA  auditor  when  the  CMR  involves  audit  expertise,  or  by  a  joint  review  when 
the  capabilities  of  both  offices  are  needed.  The  DCAA  operations  audits  are 
considered  CMR's  and  may  be  incorporated  in  the  cost  monitoring  plan. 

Putting  the  Cycle  in  Motion 


The  best  way  to  understand  how  the  government  interacts  with  contractors 
is  to  go  through  the  life  cycle  of  overhead  and  briefly  describe  each  phase 
and  the  activities  of  the  primary  team  players.  Again,  the  cycle  is  divided 
into  three  phases;  FPRA,  tracking,  and  final  settlement. 

FPRA 


COST  TRACKING  FINAL  SETTLEMENT 

The  Forward  Pricing  Rate  Agreement  phase  begins  with  the  contractor's 
proposed  direct  and  indirect  rates.  These  rates  along  with  the  supporting 
data  are  provided  to  the  cognizant  ACO  and  the  DCAA  resident  auditor.  DCAA 
provides  an  audit  report  to  the  ACO  based  on  their  review  of  the  sales 
forecast  and  the  direct  and  indirect  estimates  to  meet  the  anticipated  sales. 
The  ACO's  staff  prepares  their  negotiation  position  using  the  audit  report, 
their  own  analysis,  and  other  supporting  information.  The  buying  offices  can 
be  extremely  helpful  at  this  point  by  providing  information  on  sales, 
deliveries,  and  other  program  activities  that  can  be  used  to  validate  the 
sales  forecast.  A  good  sales  forecast  is  critical  to  developing  and 
negotiating  good  rates!  At  the  conclusion  of  the  negotiations,  the  ACO  and 
the  contractor  sign  an  agreement  to  use  the  negotiated  rates  for  all  forward 
pricing  during  the  term  of  the  agreement. 

The  tracking  phase  runs  throughout  the  contractor's  accounting  year.  The 
ACO's  staff  tracks  contractor  actual  direct  and  indirect  expenses.  If  the 
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contractor's  expenditures  are  consistent  with  the  proposed  expenditures  that 
support  the  negotiated  rates,  then  it  is  apparent  that  the  rates  are  accurate. 
If  the  contractor's  expenditures  do  not  coincide  with  the  anticipated  expense 
pattern,  the  ACO's  staff  queries  the  contractor  for  the  reason.  Depending  on 
the  reasons  for  the  variance,  the  AGO  may  choose  to  continue  the  FPRA, 
terminate  all  or  a  portion  of  the  FPRA,  renegotiate  the  rates,  or  publish  an 
FPRR. 


During  the  tracking  phase,  buying  office  should  alert  the  AGO  to  any 
changes  or  major  procurement  actions  that  may  impact  the  negotiated  rates. 

Upon  notification,  the  AGO  will  review  the  changes  and  advise  the  buying 
office  of  the  validity  of  the  rates.  If  the  rates  are  no  longer  valid,  the 
AGO  will  advise  the  buying  offices  and  attempt  to  reach  agreement  with  the 
contractor  on  new  rates  as  soon  as  possible.  In  the  interim,  the  AGO  may 
publish  FPRR  rates. 

Effective  cost  tracking  can  help  insure  reasonable  contract  cost  by 
monitoring  the  accuracy  of  the  rates.  Tracking  also  can  alert  the  government 
to  unexpected  and  unfavorable  cost  trends.  Early  identification  of  trends  or 
questionable  costs  maximizes  the  government's  and  contractor's  opportunity  to 
correct  the  situation  and  avoid  needless  costs. 

Final  settlement  is  the  last  phase  of  the  cycle.  Hie  purpose  of  final 
settlement  is  to  provide  rates  for  the  final  pricing  of  cost  plus  contracts, 
fixed  price  incentive  contracts,  and  fixed  price  rede terminable  contracts;  in 
other  words,  for  use  anytime  you  need  to  determine  contract  costs  after 
contract  completion.  This  phase  focuses  on  the  contractors  submittal  of 
actual  direct  and  indirect  costs  from  the  proceeding  year  and  negotiation  of 
final  rates.  Theoretically,  if  a  good  working  relationship  has  existed 
between  the  government  team  and  the  contractor,  then  the  major  issues  in  the 
final  settlement  would  have  been  identified  and  dealt  with  during  the  FPRA  and 
Tracking  phases.  If,  for  whatever  reason,  the  major  issues  have  not  been 
addressed  until  they  appear  as  incurred  costs  on  the  final,  then  final 
settlement  negotiation  may  became  difficult  or  impossible  to  consummate.  Past 
experience  has  shown  that  in  the  latter  case,  final  settlement  negotiation  can 
drag  on  for  several  years  resulting  in  overage  contracts  and  increased 
administrative  workload.  Our  past  experience  also  indicates  that  it  becomes 
difficult  to  support  negotiation  positions  on  costs  incurred  five,  six,  or 
more  years  ago l  All  members  of  the  government  team  can  help  preclude 
excessively  drawn  out  final  settlements  by  actively  supporting  the  negotiation 
of  FPRA's  and  effective  cost  tracking. 

And  The  Beat  Goes  On! 


The  life  cycle  of  overhead  does  not  exist  in  a  vacuum.  The  cycle  overlaps 
with  the  cycles  of  proceeding  and  subsequent  years: 
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JL 


While  tracking  contractor  performance  in  Y2  the  government  team  is  also 
involved  in  final  settlement  for  Y,  and  FPRA  negotiations  for  Y3.  Taking  the 
process  one  step  further,  problems'and  issues  that  arose  in  tracking  and  final 
settlement  from  Y.  may  ultimately  become  negotiation  points  and  resolved  in 
FPRA  negotiations1™  Y„  or  Y.,,  or  included  in  future  Cost  Monitoring  Plans. 

In  any  event,  you  can  see  that  the  continuous  process  of  cost  monitorship 
provides  opportunities  for  the  government  and  the  contractor  to  get  together 
on  cost  issues  throughout  the  process. 


MAKING  IT  WORK 

r 

■With  67 c  out  of  every  $1.00  spent  within  contractor  plants  going  to  pay 
indirect  costs,  it  is  easy  to  see  the  potential  for  both  cost  reduction  and 
cost  abuse.  Paying  more  for  defense  than  is  fair  and  reasonable  undermines 
the  credibility  of  the  defense  acquisition  process  and  limits  our  ability  to 

■provide  the  goods  and  services  essential  to  our  national  security.  But,  tools 
and  monitoring  cycles  are  useless  without  skilled  hands  and  minds  using  them. 
The  cooperative  efforts  of  auditors,  PCO's,  ACO's,  buyers,  price  analysts, 

■contract  administrators,  industrial  engineers,  financial  analysts,  and  others 
is  the  real  stuff  that  makes  cost  monitorship  work.  With  committed  team 
members,  the  acquisition  process  is  enhanced  through  more  reasonable  prices, 

■reduced  administrative  efforts,  and  more  timely  negotiation;  in  other  words,  a 
more  credible  and  efficient  acquisition  process.  All  team  members  are 
important,  and  any  team  member  (perhaps  you)  can  make  the  difference  between 
government  waste  or  effective  contracting. 
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COVERS . 


TO  COMPLY  WITH  PL-87-653 
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CERTIFICATE  OF  CURRENT  COST  OR  PRICING  DATA 
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PART  15— CONTRACTING  BY  NEGOTIATION  15.801 


(c)  The  contractor  has  the  basic  responsibility  for 
make-or-buy  decisions.  Therefore,  its  recommendations 
should  be  accepted  unless  they  are  inconsistent  with 
Government  interests  or  policy. 

(d)  Contracting  oflicers  shall  give  primary  considera¬ 
tion  to  the  effect  of  the  proposed  make-or-buy  program 
on  price,  quality,  delivery,  and  performance,  including 
technical  or  financial  risk  involved.  The  evaluation  of 
“must  make”  and  "must  buy”  items  should  normally  be 
confined  to  ensuring  that  they  are  properly  catego¬ 
rized.  The  effect  of  the  following  factors  on  the  Gov¬ 
ernment’s  interests  shall  also  be  considered: 

(1)  Whether  the  contractor  has  justified  perform¬ 
ing  work  in  plant  that  differs  significantly  from  its 
normal  operations. 

(2)  Whether  the  contractor’s  recommended  pro¬ 
gram  requires  Government  investment  in  new  or 
other  facilities  in  order  for  the  contractor  to  perform 
the  work  in  plant.  (This  additional  cost  to  the  Gov¬ 
ernment  would  not  be  reflected  in  the  contract 
price.) 

(3)  The  impact  of  the  contractor’s  projected  plant 
work  loading  on  indirect  costs. 

(4)  The  contractor’s  consideration  of  the  compe¬ 
tence,  ability,  experience,  and  capacity  available  in 
other  firms,  especially  small  business,  small  disadvan¬ 
taged  business,  or  labor  surplus  area  concerns. 

(5)  The  projected  location  of  any  required  addi¬ 
tional  facilities  in  or  neaT  labor  surplus  areas. 

(6)  The  contractor’s  make-or-buy  history  regarding 
the  type  of  item  concerned. 

(7)  The  scope  of  proposed  subcontracts,  including 
the  type  and  level  of  technical  effort  involved. 

(8)  Other  factors  such  as  future  requirements,  engi¬ 
neering,  tooling,  starting  load  costs,  market  condi¬ 
tions,  technical  superiority,  and  the  availability  of 
personnel  and  materials. 

(e)  Contracting  officers  shall  not  normally  agree  to 
proposed  "make  items”  when  the  products  or  services 
are  (1)  not  regularly  manufactured  or  provided  by  the 
contractor  and  are  available — quality,  quantity,  deliv¬ 
ery,  and  other  essential  factors  considered— from  an¬ 
other  firm  at  equal  or  lower  prices  or  when  they  are 
(2)  regularly  manufactured  or  provided  by  the  contrac¬ 
tor,  but  available— quality,  quantity,  delivery,  and  other 
essential  factors  considered —  from  another  firm  at 
lower  prices.  However,  the  contracting  officer  may 
agree  to  these  as  “make  items”  if  their  categorization  as 
"buy  items”  would  increase  the  Government’s  overall 
cost  for  the  contract  or  acquisition  program. 

15.707  Incorporating  make-or-buy  programs  in  con¬ 
tracts, 

(a)  After  agreement  is  reached,  the  contracting  offi¬ 
cer  may  incorporate  the  make-or-buy  program  in  nego¬ 
tiated  contracts  for — 

(1)  Major  systems  (see  Part  34)  or  their  subsystems 
or  components,  regardless  of  contract  type;  or 


(2)  Other  supplies  and  services  if  (i)  the  contract  is 
a  cost-reimbursable  contract,  or  a  cost-sharing  con¬ 
tract  in  which  the  contractor’s  share  of  the  cost  is 
less  than  25  percent,  and  (ii)  the  contracting  officer 
determines  that  technical  or  cost  risks  justify  Gov¬ 
ernment  review  and  approval  of  changes  or  additions 
to  the  make-or-buy  program. 

(b)  It  may  be  necessary  to  incorporate  some  items  of 
significant  value  in  the  make-or-buy  program  as 
“make”  or,  alternatively,  as  “buy”  even  though  the 
opposite  categorization  would  result  in  greater  econo¬ 
my  for  the  Government.  If  this  situation  occurs  in  any 
fixed-price  incentive  or  cost-plus-incentive-fee  contract, 
the  contracting  officer  shall  specify  these  items  in  the 
contract  and  state  that  they  are  subject  to  paragraph 
(d)  of  the  clause  at  52.215-21,  Changes  or  Additions  to 
Make-or-Buy  Program  (see  15.708  below).  If  the  con¬ 
tractor  proposes  to  reverse  the  categorization  of  such 
items  during  contract  performance,  the  contract  price 
shall  be  subject  to  equitable  reduction. 

15.708  Contract  clause. 

The  contracting  officer  shall  insert  the  clause  at 
52.215-21,  Changes  or  Additions  to  Make-or-Buy  Pro¬ 
gram,  in  solicitations  and  contracts  when  it  is  contem¬ 
plated  that  a  make-or-buy  program  will  be  incorporat¬ 
ed  in  the  contract.  If  a  less  economical  “make”  or 
“buy”  categorization  is  selected  for  one  or  more  items 
of  significant  value,  the  contracting  officer  shall  use  the 
clause  with  (a)  its  Alternate  I,  if  a  fixed-price  incentive 
contract  is  contemplated,  or  (b)  its  Alternate  II,  if  a 
cost-plus-incentive-fee  contract  is  contemplated. 

SUBPART  15.8— PRICE  NEGOTIATION 

15.800  Scope  of  subpart. 

This  subpart  prescribes  the  cost  and  price  negotiation 
policies  and  procedures  applicable  to  initial  and  revised 
pricing  of  (a)  negotiated  prime  contracts  (including 
subcontract  pricing  under  them  when  required)  and  (b) 
contract  modifications  (including  modifications  to  con¬ 
tracts  awarded  by  sealed  bidding). 

15.801  Definitions. 

“Cost  analysis”  means  the  review  and  evaluation  of 
the  separate  cost  elements  and  proposed  profit  of  (a)  an 
offeror’s  or  contractor’s  cost  or  pricing  data  and  (b)  the 
judgmental  factors  applied  in  projecting  from  the  data 
to  the  estimated  costs  in  order  to  form  an  opinion  on  the 
degree  to  which  the  proposed  costs  represent  what  the 
cost  of  the  contract  should  be,  assuming  reasonable  econ¬ 
omy  and  efficiency. 

“Cost  or  pricing  data”  means  all  facts  as  of  the  time 
of  price  agreement  that  prudent  buyers  and  sellers 
would  reasonably  expect  to  affect  price  negotiations 
significantly.  Cost  or  pricing  data  are  factual,  not  judg¬ 
mental,  and  are  therefore  verifiable.  While  they  do  not 
indicate  the  accuracy  of  the  prospective  contractor’s 
judgment  about  estimated  future  costs  or  projections, 
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they  do  include  the  data  forming  the  basis  for  that 
judgment.  Cost  or  pricing  data  are  more  than  historical 
accounting  data;  they  are  all  the  facts  that  can  be 
reasonably  expected  to  contribute  to  the  soundness  of 
estimates  of  future  costs  and  to  the  validity  of  determi¬ 
nations  of  costs  already  incurred.  They  also  include 
such  factors  as  (a)  vendor  quotations;  (b)  nonrecurring 
costs;  i(c)  information  on  changes  in  production  meth¬ 
ods  and  in  production  or  purchasing  volume;  (d)  data 
supporting  projections  of  business  prospects  and  objec¬ 
tives  and  related  operations  costs;  (e)  unit-cost  trends 
such  as  those  associated  with  labor  efficiency;  (f)  make- 
or-buy  decisions;  (g)  estimated  resources  to  attain  busi¬ 
ness  goals;  and  (h)  information  on  management  deci¬ 
sions  that  could  have  a  significant  bearing  on  costs. 

“Field  pricing  support”  means  a  review  and  evalua¬ 
tion  of  the  contractor’s  or  subcontractor’s  proposal  by 
any  or  all  field  pricing  support  personnel  (see  15.805- 
5(a)(2)). 

“Forward  pricing  rate  agreement"  means  a  written 
agreement  negotiated  between  a  contractor  and  the 
Government  to  make  certain  rates  available  during  a 
specified  period  for  use  in  pricing  contracts  or  modifi¬ 
cations.  Such  rates  represent  reasonable  projections  of 
specific  costs  that  are  not  easily  estimated  for,  identi¬ 
fied  with,  or  generated  by  a  specific  contract,  contract 
end  item,  or  task.  These  projections  may  include  rates 
for  labor,  indirect  costs,  material  obsolescence  and 
usage,  spare  parts  provisioning,  and  material  handling. 

“Price,”  as  used  in  this  subpart,  means  cost  plus  any 
fee  or  profit  applicable  to  the  contract  type. 

“Price  analysis”  means  the  process  of  examining  and 
evaluating  a  proposed  price  without  evaluating  its  sepa¬ 
rate  cost  elements  and  proposed  profit. 

“Technical  analysis,”  as  used  in  this  subpart,  means 
the  examination  and  evaluation  by  personnel  having 
specialized  knowledge,  skills,  experience,  or  capability 
in  engineering,  science,  or  management  of  proposed 
quantities  and  kinds  of  materials,  labor,  processes,  spe¬ 
cial  tooling,  facilities,  and  associated  factors  set  forth  in 
a  proposal  in  order  to  determine  and  report  on  the 
need  for  and  reasonableness  of  the  proposed  resources 
assuming  reasonable  economy  and  efficiency. 

15.802  Policy. 

(a)  10  U.S.C.  2306(f)  and  41  U.S.C.  254(d)  provide 
that  ail  executive  agencies  shall  require  a  prime  contrac¬ 
tor  or  any  subcontractor  to  submit  and  certify  cost  or 
pricing  data  under  certain  circumstances.  The  Acts  also 
require  inclusion  of  contract  clauses  that  provide  for 
reduction  of  the  contract  price  by  any  significant 
amounts  that  such  price  was  increased  because  of  sub¬ 
mission  of  contractor  or  subcontractor  defective  cost  or 
pricing  data. 


APRIL  1, 1985 

FEDERAL  ACQUISITION  REGULATION  (FAR) 

(b)  Contracting  officers  shall — 

(1)  Purchase  supplies  and  services  from  responsible 
sources  at  fair  and  reasonable  prices; 

(2)  Price  each  contract  separately  and  indepen¬ 
dently  and  not  (i)  use  proposed  price  reductions 
under  other  contracts  as  an  evaluation  factor  or  (ii) 
consider  losses  or  profits  realized  or  anticipated 
under  other  contracts;  and 

(3)  Not  include  in  a  contract  price  any  amount  for 
a  specified  contingency  to  the  extent  that  the  con¬ 
tract  provides  for  price  adjustment  based  upon  the 
occurrence  of  that  contingency. 

15.803  General. 

(a)  Since  information  from  sources  other  than  an 
offeror’s  or  contractor’s  records  may  significantly 
affect  the  Government’s  negotiating  position,  Govern¬ 
ment  personnel  shall  not  disclose  to  an  offeror  or  con¬ 
tractor  any  conclusions,  recommendations,  or  portions 
of  administrative  contracting  officer  or  auditor  reports 
regarding  the  offeror’s  or  contractor’s  proposal  without 
the  Concurrence  of  the  contracting  officer  responsible 
for  negotiation.  This  prohibition  does  not  preclude  dis¬ 
closing  discrepancies  or  mistakes  of  fact  (such  as  dupli¬ 
cations,  omissions,  and  errors  in  computation)  con¬ 
tained  in  the  cost  or  pricing  data  supporting  the  pro¬ 
posal. 

(b)  Before  issuing  a  solicitation,  the  contracting  offi¬ 
cer  shall  (when  it  is  feasible  to  do  so)  develop  an 
estimate  of  the  proper  price  level  or  value  of  the  sup¬ 
plies  or  services  to  be  purchased.  Estimates  can  range 
from  simple  budgetary  estimates  to  complex  estimates 
based  on  inspection  of  the  product  itself  and  review  of 
such  items  as  drawings,  specifications,  and  prior  data. 

(c)  Price  negotiation  is  intended  to  permit  the  con¬ 
tracting  officer  and  the  offeror  to  agree  on  a  fair  and 
reasonable  price.  Price  negotiation  does  not  require 
that  agreement  be  reached  on  every  element  of  cost. 
Reasonable  compromises  may  be  necessary,  and  it  may 
not  be  possible  to  negotiate  a  price  that  is  in  accord 
with  all  the  contributing  specialists’  opinions  or  with 
the  contracting  officer’s  prenegotiation  objective.  The 
contracting  officer  is  responsible  for  exercising  the  req¬ 
uisite  judgment  and  is  solely  responsible  for  the  final 
pricing  decision.  The  recommendations  and  counsel  of 
contributing  specialists,  including  auditors,  are  advisory 
only.  However,  the  contracting  officer  should  include 
comments  in  the  price  negotiation  memorandum  when 
significant  audit  or  other  specialist  recommendations 
are  not  adopted. 

(d)  The  contracting  officer’s  primary  concern  is  the 
price  the  Government  actually  pays;  the  contractor’s 
eventual  cost  and  profit  or  fee  should  be  a  secondary 
concern.  The  contracting  officer’s  objective  is  to  nego¬ 
tiate  a  contract  of  a  type  and  with  a  price  providing 
the  contractor  the  greatest  incentive  for  efficient  and 
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economical  performance.  The  negotiation  of  a  contract 
type  and  a  price  are  related  and  should  be  considered 
together  with  the  issues  of  risk  and  uncertainty  to  the 
contractor  and  the  Government.  Therefore  the  con¬ 
tracting  officer  should  not  become  preoccupied  with 
any  single  element  and  should  balance  the  contract 
type,  cost,  and  profit  or  fee  negotiated  to  achieve  a 
total  result  and  price  fair  and  reasonable  to  both  the 
Government  and  the  contractor.  If,  however,  the  con¬ 
tractor  insists  on  a  price  or  demands  a  profit  or  fee  that 
the  contracting  officer  considers  unreasonable  and  the 
contracting  officer  has  taken  all  authorized  actions  (in¬ 
cluding  determining  the  feasibility  of  developing  an 
alternative  source)  without  success,  the  contracting  of¬ 
ficer  shall  then  refer  the  contract  action  to  higher  au¬ 
thority.  Disposition  of  the  action  by  higher  authority 
should  be  documented. 

15.804  Cost  or  pricing  data. 

15.804- 1  General. 

(a)  Cost  or  pricing  data  submitted  by  an  offeror  or 
contractor  enable  the  Government  to  perform  cost  or 
price  analysis  and  ultimately  enable  the  Government 
and  the  contractor  to  negotiate  fair  and  reasonable 
prices.  Cost  or  pricing  data  may  be  submitted  actually 
or  by  specific  identification  in  writing. 

|  (b)  The  Armed  Services  Procurement  Manual  for 

Contract  Pricing  (ASPM  No.l)  was  issued  by  the  De¬ 
partment  of  Defense  to  guide  pricing  and  negotiating 
personnel.  It  provides  detailed  discussions  and  exam¬ 
ples  applying  pricing  policies  to  pricing  problems. 
ASPM  No.  1  is  available  for  use  for  instruction  and 
professional  guidance.  However,  it  is  not  directive,  and 
its  references  to  Department  of  Defense  forms  and  regu¬ 
lation  should  be  considered  informational  only.  Copies 
of  ASPM  No.  1  (Slock  No.  008-000-00221-5)  may  be 
purchased  from  the  Superintendent  of  Documents, 
Attn:  Mail  List  Section,  U.S.  Government  Printing  Of¬ 
fice,  Washington,  DC  20402. 

15.804- 2  Requiring  certified  cost  or  pricing  data. 

(a)  (1)  Except  as  provided  in  15.804-3,  certified  cost 
or  pricing  data  are  required  before  accomplishing  any 
of  the  following  actions: 

(i)  The  award  of  any  negotiated  contract  (except 
for  unpriced  actions  such  as  letter  contracts)  ex- 

Ipccted  to  exceed  $100,000. 

(ii)  The  modification  of  any  sealed  bid  or  negoti¬ 
ated  contract  (whether  or  not  cost  or  pricing  data 
were  initially  required)  when  the  modification  in¬ 
volves  a  price  adjustment  expected  to  exceed 
$100,000.  (For  example,  a  $30,000  modification 
resulting  from  a  reduction  of  $70,000  and  an  in¬ 
crease  of  $40,000  is  a  pricing  adjustment  exceed¬ 
ing  $100,000.  This  requirement  does  not  apply 
when  unrelated  and  separately  priced  changes  for 
which  cost  or  pricing  data  would  not  otherwise  be 
required  are  included  for  administrative  conven¬ 
ience  in  the  same  modification. 
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(iii)  The  award  of  a  subcontract  at  any  tier,  if 

the  contractor  and  each  higher  tier  subcontractor 
have  been  required  to  furnish  certified  cost  or 
pricing  data,  when  the  subcontract  is  expected  to 
exceed  $100,000.  I 

(iv)  The  modification  of  any  subcontract  cov¬ 
ered  by  subdivision  (iii)  above,  when  the  price 
adjustment  (see  subdivision  (ii)  above)  is  expected 
to  exceed  $100,000. 

(2)  If  cost  or  pricing  data  are  needed  for  pricing 
actions  over  $25,000  and  not  in  excess  of  $100,000, 
certified  cost  or  pricing  data  may  be  obtained.  There 
should  be  relatively  few  instances  where  certified 
cost  or  pricing  data  and  inclusion  of  defective  pricing 
clauses  would  be  justified  in  awards  between  $25,000 
and  $100,000.  The  amount  of  data  required  to  be  f 
submitted  should  be  limited  to  that  data  necessary  to 
allow  the  contracting  officer  to  determine  the  reason¬ 
ableness  of  the  price.  Whenever  certified  cost  or  pric¬ 
ing  data  are  required  for  pricing  actions  of  $100,000  | 

or  less,  the  contracting  officer  shall  document  the  file 
to  justify  the  requirement.  When  awarding  a  contract 
of  $25,000  or  less,  the  contracting  officer  shall  not 
require  certified  cost  or  pricing  data. 

(b)  When  certified  cost  or  pricing  data  are  required, 
the  contracting  officer  shall  require  the  contractor  or 
prospective  contractor  to  submit  to  the  contracting  of¬ 
ficer  (and  to  have  any  subcontractor  or  prospective 
subcontractor  submit  to  the  prime  contractor  or  appro¬ 
priate  subcontractor  tier)  the  following  in  support  of 
any  proposal: 

(1)  The  cost  or  pricing  data. 

(2)  A  certificate  of  current  cost  or  pricing  data,  in 
the  format  specified  in  15.804-4,  certifying  that  to  the 
best  of  its  knowledge  and  belief,  the  cost  or  pricing 
data  were  accurate,  complete,  and  current  as  of  the 
date  of  final  agreement  on  price. 

15.804-3  Exemptions  from  or  waiver  of  submission  of 
certified  cost  or  pricing  data. 

(a)  General.  Except  as  provided  in  paragraphs  (b) 
and  (c)  below,  the  contracting  officer  shall  not  require 
submission  or  certification  of  cost  or  pricing  data  when 
the  contracting  officer  determines  that  prices  are — 

(1)  Based  on  adequate  price  competition  (see  para¬ 
graph  (b)  below); 

(2)  Based  on  established  catalog  or  market  prices 
of  commercial  items  sold  in  substantial  quantities  to 
the  general  public  (see  paragraph  (c)  below);  or 

(3)  Set  by  law  or  regulation  (see  paragraph  (d) 
below). 

(b)  Adequate  price  competition.  (1)  Price  competition 
exists  if— 

(i)  Offers  are  solicited; 

(ii)  Two  or  more  responsible  offerors  that  can 
satisfy  the  Government’s  requirements  submit 
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priced  offers  responsive  to  the  solicitation’s  ex¬ 
pressed  requirements;  and 

(iii)  These  offerors  compete  independently  for  a 
contract  to  be  awarded  to  the  responsible  offeror 
submitting  the  lowest  evaluated  price. 

(2)  If  price  competition  exists,  the  contracting  offi¬ 
cer  shall  presume  that  it  is  adequate  unless — 

(i)  The  solicitation  is  made  under  conditions  that 
unreasonably  deny  to  one  or  more  known  and 
qualified  offerors  an  opportunity  to  compete; 

(ii)  The  low  offeror  has  such  a  decided  advan¬ 
tage  that  it  is  practically  immune  from  competi¬ 
tion;  or 

(iii)  There  is  a  finding,  supported  by  a  statement 
of  the  facts  and  approyed  at  a  level  above  the 
contracting  officer,  that  the  lowest  price  is  unrea¬ 
sonable. 

(3)  A  price  is  “based  on”  adequate  price  competi¬ 
tion  if  it  results  directly  from  price  competition  or  if 
price  analysis  alone  clearly  demonstrates  that  the 
proposed  price  is  reasonable  in  comparison  with  cur¬ 
rent  or  recent  prices  for  the  same  or  substantially  the 
same  items  purchased  in  comparable  quantities, 
terms,  and  conditions  under  contracts  that  resulted 
from  adequate  price  competition. 

(c)  Established  catalog  or  market  prices.  A  proposal  is 
exempt  from  the  requirement  for  submission  of  certified 
cost  or  pricing  data  if  the  prices  are,  or  are  based  on, 
established  catalog  or  established  market  prices  of  com¬ 
mercial  items  sold  in  substantial  quantities  to  the  gener¬ 
al  public.  In  order  to  qualify  for  this  exemption,  the 
terms  of  the  proposed  purchase,  such  as  quantity  and 
delivery  requirements,  should  be  sufficiently  similar  to 
those  of  the  commercial  sales  that  the  catalog  or 
market  price  will  be  fair  and  reasonable. 

(1)  "Established  catalog  prices”  must  be  recorded 
in  a  form  regularly  maintained  by  the  manufacturer 
or  vendor.  This  form  may  be  a  catalog,  price  list, 
schedule,  or  other  verifiable  and  established  record. 
The  record  must  (i)  be  published  or  otherwise  availa¬ 
ble  for  customer  inspection  and  (ii)  state  current  or 
last  sales  price  to  a  significant  number  of  buyers 
constituting  the  general  public  (see  subparagraph  (5) 
below). 

(2)  “Established  market  prices”  are  current  prices 
that  (i)  are  established  in  the  course  of  ordinary  and 
usual  trade  between  buyers  and  sellers  free  to  bar¬ 
gain  and  (ii)  can  be  substantiated  by  data  from 
sources  independent  of  the  manufacturer  or  vendor. 

(3)  “Commercial  items”  are  supplies  or  services 
regularly  used  for  other  than  Government  purposes 
and  sold  or  traded  to  the  general  public  in  the  course 
of  normal  business  operations. 

(4)  An  item  is  “sold  in  substantial  quantities”  only 
when  the  quantities  regularly  sold  are  sufficient  to 
constitute  a  real  commercial  market.  Nominal  quanti¬ 
ties,  such  as  models,  samples,  prototypes,  or  experi¬ 
mental  units,  do  not  meet  this  requirement.  For  serv- 
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ices  to  be  sold  in  substantial  quantities,  they  must  be 
customarily  provided  by  the  offeror,  using  personnel 
regularly  employed  and  equipment  (if  any  is  neces¬ 
sary)  regularly  maintained  solely  or  principally  to 
provide  the  services. 

(5)  The  “general  public”  is  a  significant  number  of 
buyers  other  than  the  Government  or  affiliates  of  the 
offeror;  the  item  involved  must  not  be  for  Govern¬ 
ment  end  use.  For  the  purpose  of  this  subsection 
15.804-3,  items  acquired  for  “Government  end  use” 
include  items  acquired  for  foreign  military  sales. 

(6)  A  price  is  “based  on”  a  catalog  or  market  price 
only  if  the  item  being  purchased  is  sufficiently  similar 
to  the  catalog-  or  market-priced  commercial  item  to 
ensure  that  any  difference  in  prices  can  be  identified 
and  justified  without  resort  to  cost  analysis. 

(7)  If  an  item  is  substantially  similar  to  a  commer¬ 
cial  item  for  which  there  is  an  established  catalog  or 
market  price  at  which  substantial  quantities  are  sold 
to  the  general  public,  but  the  price  proposed  is  not 
based  on  this  catalog  or  market  price  (see  subpara¬ 
graph  (6)  above),  the  contracting  officer  may,  if 
doing  so  will  result  in  a  fair  and  reasonable  price, 
limit  any  requirement  for  cost  or  pricing  data  to 
those  data  that  pertain  to  the  differences  between  the 
items.  When  the  difference  between  the  catalog  or 
market  price  of  an  item  or  items  and  the  proposed 
total  contract  price  is  $100,000  or  more,  the  contract-  l 
ing  officer  shall  require  submission  of  certified  cost 
or  pricing  data  to  identify  and  justify  that  difference 
unless  an  exemption  or  waiver  is  granted. 

(8)  Even  though  there  is  an  established  catalog  or 
market  price  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public,  the  contracting  offi¬ 
cer  may  require  cost  or  pricing  data  if  (i)  the  con¬ 
tracting  officer  makes  a  written  finding  that  the  price 
is  not  reasonable,  including  the  facts  upon  which  the 
finding  is  based,  and  (ii)  the  finding  is  approved  at  a 
level  above  the  contracting  officer. 

(d)  Prices  set  by  law  or  regulation.  A  price  set  by  law 
or  regulation  is  exempt  from  the  requirement  for  sub¬ 
mission  of  certified  cost  or  pricing  data.  Pronounce¬ 
ments  in  the  form  of  periodic  rulings,  reviews,  or  simi¬ 
lar  actions  of  a  governmental  body,  or  embodied  in  the 
laws,  are  sufficient  to  establish  the  price. 

(e)  Claiming  and  granting  exemption.  To  receive  an 
exemption  under  paragraph  (c)  or  (d)  above,  the  of¬ 
feror  must  ordinarily  claim  it  on  Standard  Form  1412, 
Claim  for  Exemption  from  Submission  of  Certified 
Cost  or  Pricing  Data,  when  the  total  proposed  amount 
exceeds  $100,000  and  more  than  one  catalog  item  for  I 
which  an  exemption  is  claimed  exceeds  $25,000.  When 

an  exemption  is  claimed  for  more  than  one  item  in  a 
proposal,  a  separate  SF  1412  is  required  for  each  such 
item  exceeding  $25,000  except  as  otherwise  provided  in 
the  solicitation.  The  contracting  officer  may  grant  an 
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exemption  and  need  not  require  the  submission  of  SF 
1412  when — 

(1)  The  Government  has  acted  favorably  on  an 
exemption  claim  for  the  same  item  or  similar  items 
within  the  past  year.  In  that  case,  except  as  other¬ 
wise  directed  by  the  contracting  officer,  the  offeror 
may  furnish  a  copy  of  the  prior  claim  and  related 
Government  action.  The  offeror  must  also  submit  a 
statement  to  the  effect  that  to  its  knowledge  since 
the  prior  submission,  except  as  expressly  set  forth  in 
the  statement,  there  have  been  no  changes  in  the 
catalog  price  or  discounts,  volume  of  actual  sales,  or 
the  ratio  of  sales  for  Government  end  use  to  sales  in 
other  categories  which  would  cause  a  cumulative 
change  in  price  exceeding "$25,000; 

(2)  Special  arrangements  for  the  submission  of  ex¬ 
emption  claims  have  been  made  in  anticipation  of 
repetitive  acquisitions  of  catalog  items;  or 

(3)  There  is  evidence,  before  solicitation,  that  the 
item  has  an  acceptable  established  catalog  or  market 
price  or  a  price  set  by  law  or  regulation.  Evidence 
may  include  (i)  recent  submissions  by  offerors  or  (ii) 
the  contracting  officer’s  knowledge  of  market  condi¬ 
tions,  prevailing  prices,  or  sources. 

(0  Verification.  (1)  When  a  prospective  contractor 
requests  exemption  from  submission  of  certified  cost  or 
pricing  data,  the  contracting  officer  shall  ensure  that 
applicable  criteria  in  either  paragraph  (c)  or  (d)  above, 
as  appropriate,  are  satisfied  before  issuing  the  exemp¬ 
tion. 

(2)  SF  1412  lists  three  categories  of  sales  related  to 
the  established  catalog  price  of  a  commercial  item 
sold  in  substantial  quantities  to  the  general  public:  A, 
Sales  to  the  U.S.  Government  or  to  contractors  for 
U  S.  Government  use;  B,  Sales  at  catalog  price  to  the 
general  public;  and  C,  Sales  to  the  general  public  at 
other  than  catalog  price.  Although  "substantial  quan¬ 
tities"  cannot  be  precisely  defined  (see  subparagraph 
(c)(4)  above),  the  following  guidelines  are  provided 
for  determining  whether  exemption  claims  submitted 
under  the  catalog  price  provision  of  SF  1412  meet 
the  "substantial  quantities"  criterion: 

(i)  Sales  to  the  general  public  are  normally  re¬ 
garded  as  substantial  if  (A)  Category  B  and  C  sales 
are  not  negligible  in  themselves  and  comprise  at 
least  55  percent  of  total  sales  of  the  item  and  (B) 
Category  B  sales  comprise  at  least  75  percent  of 
the  total  of  Category  B  and  C  sales. 

(ii)  Sales  to  the  general  public  are  rarely  consid¬ 
ered  substantial  enough  to  grant  an  exemption  if 
(A)  Category  B  and  C  sales  comprise  less  than  35 
percent  of  total  sales  of  the  item  or  (B)  Category 
B  sales  comprise  less  than  55  percent  of  the  total 
of  Category  B  and  C  sales. 

(iii)  When  percentages  fall  between  those  above, 
the  contracting  officer  should  analyze  the  individu¬ 
al  situation  in  order  to  determine  whether  or  not 
an  exemption  is  justified. 
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(3)  The  contracting  officer  may  verify  or  obtain 
verification  (including  audit  or  contract  administra¬ 
tion  assistance)  of  the  submitted  data  pertaining  to 
catalog  or  market  prices  or  prices  set  by  law  or 
regulation.  Access  to  the  prospective  contractor’s 
records  is  limited  to  access  to  the  facts  bearing  di¬ 
rectly  on  the  exemption  claimed.  It  does  not  extend 
to  cost,  profit,  or  other  data  relevant  solely  to  the 
reasonableness  of  the  catalog  or  proposed  price. 

(g)  Individual  or  class  exemptions.  The  chief  of  the 
contracting  office  may  authorize  individual  or  class 
exemptions  for  exceptional  cases  when  the  contracting 
officer  recommends  that  an  exemption  should  be  made, 
even  though  the  case  does  not  strictly  meet  all  the 
criteria  for  catalog-  or  market-price  exemption.  The 
quantity  and  prices  of  actual  commercial  sales  com¬ 
pared  with  prices  offered  to  the  Government,  and  price 
relationships  as  influenced  by  prevailing  trade  prac¬ 
tices,  are  the  important  factors  for  consideration.  The 
Government’s  need  and  the  prospective  contractor’s 
resistance  are  not  appropriate  considerations. 

(h)  Price  analysis.  Even  though  an  item  qualifies  for 
exemption  from  the  requirement  for  submission  of  cer¬ 
tified  cost  or  pricing  data,  the  contracting  officer  shall 
make  a  price  analysis  to  determine  the  reasonableness 
of  the  price  and  any  need  for  further  negotiation. 
Unless  information  is  available  from  Government 
sources,  it  may  be  necessary  to  obtain  from  the  pro¬ 
spective  contractor  information  such  as  that  regard¬ 
ing— 

(1)  The  supplier’s  marketing  system  (e.g.,  use  of 
jobbers,  brokers,  sales  agencies,  or  distributors); 

(2)  The  services  normally  provided  commercial 
purchasers  (e.g.,  engineering,  financing,  or  advertis¬ 
ing  or  promotion); 

(3)  Normal  quantity  per  order;  and 

(4)  Annual  volume  of  sales  to  largest  customers. 

(i)  Waiver  for  exceptional  cases.  The  agency  head  (or, 
if  the  contract  is  with  a  foreign  government  or  agency, 
the  head  of  the  contracting  activity)  may,  in  exception¬ 
al  cases,  waive  the  requirement  for  submission  of  certi¬ 
fied  cost  or  pricing  data.  The  authorization  for  the 
waiver  and  the  reasons  for  granting  it  shall  be  in  writ¬ 
ing.  The  agency  head  may  delegate  this  authority. 
15.804-4  Certificate  of  Current  Cost  or  Pricing  Data. 

(a)  When  certified  cost  or  pricing  data  are  required 
under  15.804-2,  the  contracting  officer  shall  require  the 
contractor  to  execute  a  Certificate  of  Current  Cost  or 
Pricing  Data,  shown  below,  and  shall  include  the  ex¬ 
ecuted  certificate  in  the  contract  file.  The  certificate 
states  that  the  cost  or  pricing  data  are  accurate,  com¬ 
plete,  and  current  as  of  the  date  the  contractor  and  the 
Government  agreed  on  a  price.  Only  one  certificate 
shall  be  required;  the  contractor  shall  submit  it  as  soon 
as  practicable  after  price  agreement  is  reached. 

CERTIFICATE  OF  CURRENT  COST  OR 
PRICING  DATA 


D-22 


15-29 


15.804-5 


*  L  kC  Of-J 


ariuL  i,  iyas 

FEDERAL  ACQUISITION  REGULATION  (FAR) 


This  is  to  certify  that,  to  the  best  of  my  knowledge 
and  belief,  the  cost  or  pricing  data  (as  defined  in  sec- 
tion  15.801  of  the  Federal  Acquisition  Regulation 
(FAR)  and  required  under  FAR  subsection  15.804-2) 
submitted,  either  actually  or  by  specific  identification  in 
writing,  to  the  contracting  officer  or  to  the  contracting 

officer’s  representative  in  support  of  . * 

are  accurate,  complete,  and  current  as  of  . **. 

This  certification  includes  the  cost  or  pricing  data  sup¬ 
porting  any  advance  agreements  and  forward  pricing 
rate  agreements  between  the  offeror  and  the  Govern¬ 
ment  that  are  part  of  the  proposal. 

Firm . 

Name . 

Title . 

Date  of  execution*** . .". . 

*  Identify  the  proposal,  quotation,  request  for  price  adjustment,  or 
other  submission  involved,  giving  the  appropriate  identifying  number 
(e  g.,  RFP  No.  ). 

•*  Insert  the  day,  month,  and  year  when  price  negotiations  were 
concluded  and  price  agreement  was  reached. 

**•  Insert  the  day,  month,  and  year  of  signing,  which  should  be  as 
close  as  practicable  to  the  date  when  the  price  negotiations  were 
concluded  and  the  contract  price  was  agreed  to. 

(End  of  certificate) 

(b)  The  certificate  does  not  constitute  a  representa¬ 
tion  as  to  the  accuracy  of  the  contractor’s  judgment  on 
the  estimate  of  future  costs  or  projections.  It  does 
apply  to  the  data  upon  which  the  judgment  or  estimate 
was  based.  This  distinction  between  fact  and  judgment 
should  be  clearly  understood.  If  the  contractor  had 
information  reasonably  available  at  the  time  of  agree¬ 
ment  showing  that  the  negotiated  price  was  not  based 
on  accurate,  complete,  and  current  data,  the  contrac¬ 
tor’s  responsibility  is  nof  limited  by  any  lack  of  person¬ 
al  knowledge  of  the  information  on  the  part  of  its 
negotiators. 

(c)  Closing  or  cutoff  dates  should  be  included  as  part 
of  the  data  submitted  with  the  proposal.  Certain  data 
may  not  be  reasonably  available  before  normal  periodic 
closing  dates  (e  g.,  actual  indirect  costs).  Before  agree¬ 
ment  on  price,  the  contractor  shall  update  all  data  as  of 
the  latest  dates  for  which  information  is  reasonably 
available.  Data  within  the  contractor’s  or  a  subcontrac¬ 
tor's  organization  on  matters  significant  to  contractor 
management  and  to  the  Government  will  be  treated  as 
reasonably  available.  What  is  significant  depends  upon 
the  circumstances  of  each  acquisition. 

(d)  Possession  of  a  Certificate  of  Current  Cost  or 
Pricing  Data  is  not  a  substitute  for  examining  and  ana¬ 
lyzing  the  contractor's  proposal. 

(e)  Even  though  the  solicitation  may  have  requested 
cost  or  pricing  data,  the  contracting  officer  shall  not 


require  a  Certificate  of  Current  Cost  or  Pricing  Data 
when  the  resulting  award  is  based  on  adequate  price 
competition,  established  catalog  or  market  prices  of 
commercial  items  sold  in  substantial  quantities  to  the 
general  public,  or  prices  M  by  law  or  regulation  (see 

15.804- 3(a)  through  (d)). 

(0  The  exercise  of  an  option  at  the  price  established 
in  the  initial  negotiation  in  which  certified  cost  or  pric¬ 
ing  data  were  used  does  not  require  recertification. 

(g)  Contracting  officers  shall  not  require  certification 
at  the  time  of  agreement  for  data  supplied  in  support  of 
forward  pricing  rate  agreements  (see  15.809)  or  other 
advance  agreements.  When  a  forward  pricing  rate 
agreement  or  other  advance  agreement  is  used  in  par¬ 
tial  support  of  a  later  contractual  action  that  requires  a 
certificate,  the  price  proposal  certificate  shall  cover  (1) 
the  data  originally  supplied  to  support  the  forward 
pricing  rate  agreement  or  other  advance  agreement  and 
(2)  all  data  required  to  update  the  price  proposal  to  the 
time  of  agreement  on  contract  price. 

(h)  Negotiated  final  pricing  actions  (such  as  termina¬ 
tion  settlements  and  total  final  price  agreements  for 
fixed-price  incentive  and  redeterminablc  contracts)  arc 
contract  modifications  requiring  certified  cost  or  pricing 
data  if  (1)  the  total  final  price  agreement  for  such  settle¬ 
ments  or  agreements  exceeds  $100,000  or  (2)  the  partial  | 
termination  settlement  plus  the  estimate  to  complete  the 
continued  portion  of  the  contract  exceeds  $100,000  (see  1 
49.105(0(15)). 

15.804- 5  Reserved. 

15.804- 6  Procedural  requirements. 

(a)  The  contracting  officer  shall  specify  (1)  whether 
or  not  cost  or  pricing  data  are  required,  (2)  whether  or 
not  certification  will  be  required,  (3)  the  extent  of  cost 
or  pricing  data  required  if  complete  data  are  not  neces¬ 
sary,  and  (4)  the  form  (see  paragraph  (b)  below)  in 
which  the  cost  or  pricing  data  shall  be  submitted.  Even 
if  the  solicitation  does  not  so  specify,  however,  the 
contracting  officer  is  not  precluded  from  requesting 
such  data  if  they  are  later  found  necessary. 

(b)  (1)  Cost  or  pricing  data  shall  be  submitted  on 
Standard  Form  1411  (SF  1411),  Contract  Pricing  Pro¬ 
posal  Cover  Sheet,  unless  required  to  be  submitted  on 
one  of  the  termination  forms  specified  in  Subpart  49.6. 
Data  supporting  forward  pricing  rate  agreements  or 
final  indirect  cost  proposals  shall  be  submitted  in  a 
format  acceptable  to  the  contracting  officer. 

(2)  Contract  pricing  proposals  submitted  on  SF 

1411  with  supporting  attachments  shall  be  prepared 

to  satisfy  the  instructions  and  appropriate  format  of 

Table  15-2.  I 


I  Mill  15-2  INSTKl'C HONS  I  OR  SUBMISSION  OF  A  CONTRACT  PRICING  PROPOSAL 

1  SI  141 1  provides  a  vehicle  for  the  offeror  to  submit  to  the  Government  a  pricing  proposal  of  estimated  and/or  incurred  costs  by  contract 
line  Mem  with  supporting  information,  adequately  cross-referenced,  suitable  for  detailed  analysis.  A  cost-element  breakdown,  using  the  applica¬ 
ble  format  prescribed  hi  7A,  H,  or  C  below,  shall  be  attached  for  each  proposed  line  item  and  must  reflect  any  specific  requirements  established 
hs  the  contracting  officer  Supporting  breakdowns  must  be  furnished  for  each  cost  element,  consistent  with  offeror’s  cost  accounting  system. 
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When  more  than  one  contract  line  item  is  proposed,  summary  total  amounts  covering  all  line  items  must  be  furnished  for  each  cost  element.  If 
agreement  has  been  reached  with  Government  representatives  on  use  of  forward  pricing  rates/factors,  identify  the  agreement,  include  a  copy, 
and  describe  its  nature.  Depending  on  offeror’s  system,  breakdowns  shall  be  provided  for  the  following  basic  elements  of  cost,  as  applicable: 

Materials — Provide  a  consolidated  priced  summary  of  individual  material  quantities  included  in  the  various  tasks,  orders,  or  contract  line  items 
being  proposed  and  the  basis  for  pricing  (vendor  quotes,  invoice  prices,  etc.). 

Subcontracted  Items — Include  parts,  components,  assemblies,  and  services  that  are  to  be  produced  or  performed  by  others  in  accordance 
with  offeror's  design,  specifications,  or  direction  and  that  are  applicable  only  to  the  prime  contract.  For  each  subcontract  over 
$100,000.  the  support  should  provide  a  listing  by  source,  item,  quantity,  price,  type  of  subcontract,  degree  of  competition,  and  basis  for 
establishing  source  and  reasonableness  of  price,  as  well  as  the  results  of  review  and  evaluation  of  subcontract  proposals  when  required 
by  FAR  15.806. 

Standard  Commercial  Items — Consists  of  items  that  offeror  normally  fabricates,  in  whole  or  in  part,  and  that  are  generally  stocked  in 
inventory.  Provide  an  appropriate  explanation  of  the  basis  for  pricing.  If  price  is  based  on  cost,  provide  a  cost  breakdown;  if  priced  at 
other  than  cost,  provide  justification  for  exemption  from  submission  of  cost  or  pricing  data,  as  required  by  FAR  15.804-3(e). 

Interorganizational  Transfer  (at  other  than  cost)— Explain  pricing  method  used.  (See  FAR  31.205-26). 

Raw  Material — Consists  of  material  in  a  form  or  state  that  requires  further  processing.  Provide  priced  quantities  of  items  required  for  the 
proposal. 

Purchased  Parts — Includes  material  items  not  covered  above.  Provide  priced  quantities  of  items  required  for  the  proposal. 

Interorganizational  Transfer  (at  cost) — Include  separate  breakdown  of  cost  by  element. 

Direct  Labor — Provide  a  time-phased  (e.g.,  monthly,  quarterly,  etc.)  breakdown  of  labor  hours,  rates,  and  cost  by  appropriate  category,  and 
furnish  bases  for  estimates. 

Indirect  Costs — Indicate  how  offeror  has  computed  and  applied  offeror’s  indirect  costs,  including  cost  breakdowns,  and  showing  trends  and 
budgetary  data,  to  provide  a  basis  f  r  evaluating  the  reasonableness  of  proposed  rates.  Indicate  the  rates  used  and  provide  an  appropri¬ 
ate  explanation. 

Other  Costs — List  all  other  costs  not  otherwise  included  in  the  categories  described  above  (e.g.,  special  tooling,  travel,  computer  and  consultant 
services,  preservation,  packaging  and  packing,  spoilage  and  rework,  and  Federal  excise  tax  on  finished  articles)  and  provide  bases  for 
pricing 

Royalties — If  more  than  $250,  provide  the  following  information  on  a  separate  page  for  each  separate  royalty  or  license  fee:  name  and  address 
of  licensor;  date  of  license  agreement;  patent  numbers,  patent  application  serial  numbers,  or  other  basis  on  which  the  royalty  is  payable; 
brief  description  (including  any  part  or  model  numbers  of  each  contract  item  or  component  on  which  the  royalty  is  payable);  percent¬ 
age  or  dollar  rate  of  royalty  per  unit;  unit  price  of  contract  item;  number  of  units;  and  total  dollar  amount  of  royalties.  In  addition,  if 
specifically  requested  by  the  contracting  officer,  provide  a  copy  of  the  current  license  agreement  and  identification  of  applicable  claims 
of  specific  patents.  (See  FAR  27.204  and  31.205-37). 

Facilities  Capital  Cost  of  Money — When  the  offeror  elects  to  claim  facilities  capital  cost  of  money  as  an  allowable  cost,  the  offeror  must  submit 
Form  CASB-CMF  and  show  the  calculation  of  the  proposed  amount  (see  FAR  31.205-10). 

2.  As  part  of  the  specific  information  required,  the  offeror  must  submit  with  offeror’s  proposal,  and  clearly  identify  as  such,  cost  or  pricing 
data  (that  is,  data  that  are  verifiable  and  factual  and  otherwise  as  defined  at  FAR  15.801).  In  addition,  submit  with  offeror’s  proposal  any 
information  reasonably  required  to  explain  offeror’s  estimating  process,  including— 

a.  The  judgmental  factors  applied  and  the  mathematical  or  other  methods  used  in  the  estimate,  including  those  used  in  projecting 

from  known  data;  and 

b.  The  nature  and  amount  of  any  contingencies  included  in  the  proposed  price. 

3.  There  is  a  clear  distinction  between  submitting  cost  or  pricing  data  and  merely  making  available  books,  records,  and  other  documents 
without  identification.  The  requirement  for  submission  of  cost  or  pricing  data  is  met  when  all  accurate  cost  or  pricing  data  reasonably  available 
to  the  offeror  have  been  submitted,  either  actually  or  by  specific  identification,  to  the  contracting  officer  or  an  authorized  representative.  As 
later  information  comes  into  the  offeror’s  possession,  it  should  be  promptly  submitted  to  the  contracting  officer.  The  requirement  for  submission 
of  cost  or  pricing  data  continues  up  to  the  time  of  final  agreement  on  price. 

4.  In  submitting  offeror’s  proposal,  offeror  must  include  an  index,  appropriately  referenced,  of  all  the  cost  or  pricing  data  and  information 
accompanying  or  identified  in  the  proposal.  In  addition,  any  future  additions  and/or  revisions,  up  to  the  date  of  agreement  on  price,  must  be 
annotated  on  a  supplemental  index. 

5.  By  submitting  offeror's  proposal,  the  offeror,  if  selected  for  negotiation,  grants  the  contracting  officer  or  an  authorized  representative  the 
right  to  examine  those  books,  records,  documents,  and  other  supporting  data  that  will  permit  adequate  evaluation  of  the  proposed  price.  This 
right  may  be  exercised  at  any  time  before  award. 

6.  As  soon  as  practicable  after  final  agreement  on  price,  but  before  the  award  resulting  from  the  proposal,  the  offeror  shall,  under  the  condi¬ 
tions  stated  in  FAR  15.804-4,  submit  a  Certificate  of  Current  Cost  or  Pricing  Data. 

7.  HEADINGS  FOR  SUBMISSION  OF  LINE-ITEM  SUMMARIES: 

A.  New  Contracts  (including  Letter  contracts). 


COST  ELEMENTS 

PROPOSED  CONTRACT 
ESTIMATE-TOTAL  COST 

PROPOSED  CONTRACT 
ESTIMATE— UNIT  COST 

REFERENCE 

0) 

(2) 

(3) 

(4) 

Under  Column  (I)— Enter  appropriate  cost  elements. 
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Under  Column  (2) — Enter  those  necessary  and  reasonable  costs  that  in  offeror’s  judgment  will  properly  be  incurred  in  efficient  contract 
performance.  When  any  of  the  costs  in  this  column  have  already  been  incurred  (e.g.,  under  a  letter  contract  or  unpriced  order),  describe  them 
on  an  attached  supporting  schedule.  When  preproduction  or  startup  costs  are  significant,  or  when  specifically  requested  to  do  so  by  the 
contracting  officer,  provide  a  full  identification  and  explanation  of  them. 

Under  Column  (3) — Optional,  unless  required  by  the  contracting  officer. 

Under  Column  (4) — Identify  the  attachment  in  which  the  information  supporting  the  specific  cost  element  may  be  found.  Attach  separate 
pages  as  necessary. 

B.  Change  Orders  (modifications). 


COST 

ELEMENTS 

ESTIMATED 
COST  OF  ALL 
WORK. 
DELETED 

COST  OF 
DELETED 
WORK 
ALREADY 
PERFORMED 

NET  COST  TO 
BE  DELETED 

COST  OF 
WORK  ADDED 

NET  COST  OF 
CHANOE 

REFERENCE 

(1) 

(2)  ' 

(3) 

(4) 

(5) 

(6) 

0) 

Under  Column  (1) — Enter  appropriate  cost  elements. 

Under  Column  (2) — Include  (i)  current  estimates  of  what  the  cost  would  have  been  to  complete  deleted  work  not  yet  performed,  and  (ii) 
the  cost  of  deleted  work  already  performed. 

Under  Column  (3) — Include  the  incurred  cost  of  deleted  work  already  performed,  actually  computed  if  possible,  or  estimated  in  the 
contractor's  accounting  records.  Attach  a  detailed  inventory  of  work,  materials,  parts,  components,  and  hardware  already  purchased, 
manufactured,  or  performed  and  deleted  by  the  change,  indicating  the  cost  and  proposed  disposition  of  each  line  item.  Also,  if  offeror  desires  to 
retain  these  items  or  any  portion  of  them,  indicate  the  amount  offered  for  them. 

Under  Column  (4) — Enter  the  net  cost  to  be  deleted  which  is  the  estimated  cost  of  all  deleted  work  less  the  cost  of  deleted  work  already 
performed.  Column  (2)  less  Column  (3)  —  Column  (4). 

Under  Column  (5) — Enter  the  offeror’s  estimate  for  cost  of  work  added  by  the  change.  When  nonrecurring  costs  are  significant,  or  when 
specifically  requested  to  do  so  by  the  contracting  officer,  provide  a  full  identification  and  explanation  of  them. 

Under  Column  (6) — Enter  the  net  cost  of  change  which  is  the  cost  of  work  added,  less  the  net  cost  to  be  deleted.  When  this  result  is 
negative,  place  the  amount  in  parentheses.  Column  (4)  less  Column  (3)  =  Column  (6). 

Under  Column  (7) — Identify  the  attachment  in  which  the  information  supporting  the  specific  cost  element  may  be  found.  Attach  separate 
pages  as  necessary. 

C.  Price  Revision/Redetermination. 


NUMBER  OF 

NUMBER  OF 

CONTRACT 

AMOUNT 

REDETERMINA- 

CUTOFF  DATE 

UNITS 

UNITS  TO  BE 

TION  PROPOSAL 

DIFFERENCE 

COMPLETED 

COMPLETED 

AMOUNT 

(1) 

(2) 

(3) 

(4) 

(5) 

_ _ J 

(6) 

COST 

ELEMENTS 

INCURRED 

COST— 

PREPRODUC¬ 

TION 

INCURRED 

COST- 

COMPLETED 

UNITS 

INCURRED 
COST- 
WORK  IN 
PROCESS 

TOTAL 

INCURRED 

COST 

ESTIMATED 
COST  TO 
COMPLETE 

ESTIMATED 
TOTAL  COST 

REFERENCE 

(7) 

(8) 

(9) 

(10) 

(ID 

(12) 

(13) 

(14) 

Under  Column  (1)— Enter  the  cutoff  date  required  by  the  contract,  if  applicable. 

Under  Column  (2) — Enter  the  number  of  units  completed  during  the  period  for  which  experienced  costs  of  production  are  being  submitted. 

Under  Column  (3) — Enter  the  number  of  units  remaining  to  be  completed  under  the  contract. 

Under  Column  (4) — Enter  the  cumulative  contract  amount. 

Under  Column  (3)— Enter  the  offeror's  redetermination  proposal  amount. 

Under  Column  (6) — Enter  the  difference  between  the  contract  amount  and  the  redetermination  proposal  amount.  When  this  result  is 
negative,  place  the  amount  in  parenthesis.  Column  (4)  less  Column  (3)  *»  Column  (6). 

Under  Column  (7) — Enter  appropriate  cost  elements.  When  residual  inventory  exists,  the  final  costs  established  under  fixed-price-incentive 
and  fixed-price-redcterminable  arrangements  should  be  net  of  the  fair  market  value  of  such  inventory.  In  support  of  subcontract  costs,  submit  a 
listing  of  all  subcontracts  subject  to  repricing  action,  annotated  as  to  their  status. 

Under  Column  (8) — Enter  all  costs  incurred  under  the  contract  before  starting  production  and  other  nonrecurring  costs  (usually  referred  to 
as  startup  costs)  from  offeror's  books  and  records  as  of  the  cutoff  date.  These  include  such  costs  as  preproduction  engineering,  special  plant 
rearrangement,  training  program,  and  any  identifiable  nonrecurring  costs  such  as  initial  rework,  spoilage,  pilot  runs,  etc.  In  the  event  the 
amounts  are  not  segregated  in  or  otherwise  available  from  offeror's  records,  enter  in  this  column  offeror’s  best  estimates.  Explain  the  basis  for 
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each  estimate  and  how  the  costs  are  charged  on  offeror's  accounting  records  (e.g.,  included  in  production  costs  as  direct  engineering  labor, 
charged  to  manufacturing  overhead,  etc.).  Also  show  how  the  costa  would  be  allocated  to  the  units  at  their  various  stages  of  contract 
completion. 

Under  Columns  (9)  and  (10) — Enter  in  Column  (9)  the  production  costs  from  offeror’s  books  and  records  (exclusive  of  preproduction  costs 
reported  in  Column  (8))  of  the  units  completed  as  of  the  cutoff  date.  Enter  in  Column  (10)  the  costs  of  work  in  process  as  determined  from 
offeror’s  records  or  inventories  at  the  cutoff  date.  When  the  amounts  for  work  in  process  are  not  available  in  contractor's  records  but  reliable 
estimates  for  them  can  be  made,  enter  the  estimated  amounts  in  Column  (10)  and  enter  in  Column  (9)  the  differences  between  the  total  incurred 
costs  (exclusive  of  preproduction  costs)  as  of  the  cutoff  date  and  these  estimates.  Explain  the  basis  for  the  estimates,  including  identification  of 
any  provision  for  experienced  or  anticipated  allowances,  such  as  shrinkage,  rework,  design  changes,  etc.  Furnish  experienced  unit  or  lot  costs 
(or  labor  hours)  from  inception  of  contract  to  the  cutoff  date,  improvement  curves,  and  any  other  available  production  cost  history  pertaining  to 
the  item(s)  to  which  offeror’s  proposal  relates. 

Under  Column  (1 1)— Enter  total  incurred  costs  (Total  of  Columns  (8),  (9),  and  (10)). 

Under  Column  (12) — Enter  those  necessary  and  reasonable  costs  that  in  contractor's  judgment  will  properly  be  incurred  in  completing  the 
remaining  work  to  be  performed  under  the  contract  with  respect  to  the  item(s)  to  which  contractor’s  proposal  relates. 

Under  Column  (1j) — Enter  total  estimated  cost  (Total  of  Columns  (11)  and  (12)). 

Under  Column  (14) — Identify  the  attachment  in  which  the  information  supporting  the  specific  cost  element  may  be  found.  Attach  separate 
pages  as  necessary. 


(c)  Closing  or  cutoff  dates  should  be  included  as  part 
of  the  data  submitted  with  the  proposal.  If  possible,  the 
contracting  officer  and  offeror  should  reach  a  prior 
understanding  on  criteria  for  establishing  closing  or 
cutoff  dates  (see  15.804-4(c)). 

(d)  The  requirement  for  submission  of  cost  or  pricing 
data  is  met  if  all  cost  or  pricing  data  reasonably  availa¬ 
ble  to  the  offeror  are  either  submitted  or  identified  in 
writing  by  the  time  of  agreement  on  price.  However, 
there  is  a  clear  distinction  between  submitting  cost  or 
pricing  data  and  merely  making  available  books, 
records,  and  other  documents  without  identification. 
The  latter  does  not  constitute  “submission”  of  cost  or 
pricing  data. 

(e)  If  cost  or  pricing  data  and  information  required  to 
explain  the  estimating  process  are  required  and  the  of¬ 
feror  initially  refuses  to  provide  necessary  data,  or  the 
contracting  officer  determines  that  the  data  provided  is 
so  deficient  as  to  preclude  adequate  analysis  and  evalu¬ 
ation,  the  contracting  officer  shall  again  attempt  to  se¬ 
cure  the  data  and/or  elicit  corrective  action.  If  the  of¬ 
feror  still  persists  in  refusing  to  provide  the  needed  data 
or  to  take  corrective  action,  the  contracting  officer  shall 
withhold  the  award  or  price  adjustment  and  refer  the 
contract  action  to  higher  authority,  including  details  of 
the  attempts  made  to  resolve  the  matter  and  a  statement 
of  the  practicability  of  obtaining  the  supplies  or  services 
from  another  source. 

(0  Preproduction  and  startup  costs  include  costs 
such  as  preproduction  engineering,  special  tooling,  spe¬ 
cial  plant  rearrangement,  training  programs,  and  such 
nonrecurring  costs  as  initial  rework,  initial  spoilage, 
and  pilot  runs.  When  these  costs  may  be  a  significant 
cost  factor  in  an  acquisition,  the  contracting  officer 
shall  require  in  the  solicitation  that  the  offeror  provide 

(1)  an  estimate  of  total  preproduction  and  startup  costs, 

(2)  the  extent  to  which  these  costs  are  included  in  the 
proposed  price,  and  (3)  the  intent  to  absorb,  or  plan  for 
recovery  of,  any  remaining  costs.  If  a  successful  offeror 
has  indicated  an  intent  to  absorb  any  portion  of  these 
costs,  the  contract  shall  expressly  provide  that  such 
portion  will  not  be  charged  to  the  Government  in  any 
future  noncompetitive  pricing  action. 

(g)  (1)  The  requirement  for  contractors  to  obtain 


cost  or  pricing  data  from  prospective  subcontractors  is 
prescribed  at  15.806.  However,  these  data  do  not  have 
to  be  submitted  to  the  Government  unless  called  for 
under  subparagraph  (2)  below. 

(2)  The  contracting  officer  shall  require  a  contrac¬ 
tor  that  is  required  to  submit  certified  cost  or  pricing 
data  also  to  submit  to  the  Government  (or  cause  the 
submission  of)  accurate,  complete,  and  current  cost 
or  pricing  data  from  prospective  subcontractors  in 
support  of  each  subcontract  cost  estimate  that  is  (i) 
$1 ,000,000  or  more,  (ii)  both  more  than  $100,000  and 
more  than  10  percent  of  the  prime  contractor’s  pro¬ 
posed  price,  or  (iii)  considered  to  be  necessary  for 
adequately  pricing  the  prime  contract. 

(3)  If  the  prospective  contractor  satisfies  the  con¬ 
tracting  officer  that  a  subcontract  will  be  priced  on 
the  basis  of  one  of  the  exemptions  in  15.804-3,  the 
contracting  officer  normally  shall  not  require  submis¬ 
sion  of  subcontractor  cost  or  pricing  data  to  the 
Government  in  that  case.  If  the  subcontract  estimate 
is  based  upon  the  cost  or  pricing  data  of  the  prospec¬ 
tive  subcontractor  most  likely  to  be  awarded  the 
subcontract,  the  contracting  officer  shall  not  require 
submission  to  the  Government  of  data  from  more 
than  one  proposed  subcontractor  for  that  subcon¬ 
tract. 

(4)  The  contracting  officer  shall  require  the  pro¬ 
spective  contractor  to  support  subcontractor  cost  es¬ 
timates  below  the  threshold  in  15.806(b)  with  any 
data  or  information  (including  other  subcontractor 
quotations)  needed  to  establish  a  reasonable  price. 

(h)  Subcontractor  cost  or  pricing  data  shall  be  accu¬ 
rate,  complete,  and  current  as  of  the  date  of  final  price 
agreement  given  on  the  contractor’s  Certificate  of  Cur¬ 
rent  Cost  or  Pricing  Data.  The  prospective  contractor 
shall  be  responsible  for  updating  a  prospective  subcon¬ 
tractor’s  data. 

(i)  When  the  prospective  contractor  has  generally 
complied  with  subcontract  cost  or  pricing  data  require¬ 
ments,  the  contracting  officer  may,  in  exceptional 
cases,  excuse  failure  to  do  so  for  particular  subcontracts 
and  award  the  prime  contract.  Each  such  excuse, 
unless  limited  to  allowing  additional  time,  requires  ap¬ 
proval  by  the  chief  of  the  contracting  office.  For  each 
subcontract  involved,  the  contractor  remains  obligated 
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to  obtain  prospective  subcontractor  cost  or  pricing  data 
before  actual  award  of  that  subcontract.  For  each  such 
subcontract,  the  contracting  officer  shall — 

(1)  Allow  additional  time  for  submission  of  data  up 
to  the  date  of  agreement  upon  the  prime  contract 
price; 

(2)  Withdraw  the  requirement  if  data  submitted  are 
adequate  to  support  the  subcontract  estimate; 

(3)  Reserve  the  subcontract  item  for  future  pricing; 

(4)  Consider  another  contract  type;  or 

(5)  Make  other  arrangements  to  provide  an  ade¬ 
quate  basis  for  price  agreement. 

15.804-7  Defective  cost  or  pricing  data. 

(a)  If,  before  agreement  on  price,  the  contracting 
officer  learns  that  any  cost  or  pricing  data  submitted 
are  inaccurate,  incomplete,  or  noncurrent,  the  contract¬ 
ing  officer  shall  immediately  bring  the  matter  to  the 
attention  of  the  prospective  contractor,  whether  the 
defective  data  increase  or  decrease  the  contract  price. 
The  contracting  officer  shall  negotiate,  using  any  new 
data  submitted  or  making  satisfactory  allowance  for  the 
incorrect  data.  The  price  negotiation  memorandum 
shall  reflect  the  revised  facts. 

(b)  If,  after  award,  cost  or  pricing  data  are  found  to 
be  inaccurate,  incomplete,  or  noncurrent  as  of  the  date 
of  final  agreement  on  price  given  on  the  contractor’s  or 
subcontractor’s  Certificate  of  Current  Cost  or  Pricing 
Data,  the  Government  is  entitled  to  a  price  adjustment, 
including  profit  or  fee,  of  any  significant  amount  by 
which  the  price  was  increased  because  of  the  defective 
data.  This  entitlement  is  ensured  by  including  in  the 
contract  one  of  the  clauses  prescribed  in  15  804-8  and 
set  forth  at  52.215-22,  Price  Reduction  for  Defective 
Cost  or  Pricing  Data,  and  52.215-23,  Price  Reduction 
for  Defective  Cost  or  Pricing  Data — Modifications. 
The  clauses  give  the  Government  the  right  to  a  price 
adjustment  for  defects  in  cost  or  pricing  data  submitted 
by  the  contractor,  a  prospective  subcontractor,  or  an 
actual  subcontractor.  In  arriving  at  a  price  adjustment 
under  the  clause,  the  contracting  officer  shall  consid¬ 
er — 

(1)  The  time  by  which  the  cost  or  pricing  data 
became  reasonably  available  to  the  contractor; 

(2)  The  extent  to  which  the  Government  relied 
upon  the  defective  data;  and 

(3)  Any  understated  cost  or  pricing  data  submitted 
in  support  of  price  negotiations,  up  to  the  amount  of 
the  Government's  claim  for  overstated  pricing  data 
arising  out  ofihe  same  pricing  action  (for  example, 
the  initial  pricing  of  the  same  contract  or  the  pricing 
of  the  same  change  order).  Such  offsets  need  not  be 
in  the  same  cost  groupings  (e.g.,  material,  direct 
labor,  or  indirect  costs). 

(c)  If,  after  award,  the  contracting  officer  learns  or 
suspects  that  the  data  furnished  were  not  accurate, 
complete,  and  current,  or  were  not  adequately  verified 
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by  the  contractor  as  of  the  time  of  negotiation,  the 
contracting  officer  shall  request  an  audit  to  evaluate 
the  accuracy,  completeness,  and  currency  of  the  data. 
Only  if  the  audit  reveals  that  the  data  certified  by  the 
contractor  were  defective  may  the  Government  evalu¬ 
ate  the  profit-cost  relationships.  The  contracting  officer 
shall  not  reprice  the  contract  solely  because  the  profit 
was  greater  than  forecast  or  because  some  contingency 
specified  in  the  submission  failed  to  materialize. 

(d)  For  each  advisory  audit  received  based  on  a 
postaward  review  which  indicates  defective  pricing, 
the  contracting  officer  shall  make  a  determination  as  to 
whether  or  not  the  data  submitted  were  defective  and 
relied  upon.  Before  making  such  a  determination,  the 
contracting  officer  should  give  the  contractor  an  op¬ 
portunity  to  support  the  accuracy,  completeness,  and 
currency  of  the  data  in  question.  The  contracting  offi¬ 
cer  shall  prepare  a  memorandum  indicating  (1)  the  con¬ 
tracting  officer  determination  as  to  whether  or  not  the 
submitted  data  were  accurate,  complete,  and  current  as 
of  the  certified  date  and  whether  or  not  the  Govern¬ 
ment  relied  on  the  data,  and  (2)  the  results  of  any 
contractual  action  taken.  The  contracting  officer  shall 
send  one  copy  of  this  memorandum  to  the  auditor  and, 
if  the  contract  has  been  assigned  for  administration,  one 
copy  to  the  administrative  contracting  officer  (ACO). 
The  contracting  officer  shall  notify  the  contractor  by 
copy  of  this  memorandum,  or  otherwise,  of  the  deter¬ 
mination. 

(e)  If  (1)  both  contractor  and  subcontractor  submit¬ 
ted  and  (2)  the  contractor  certified  cost  or  pricing  data, 
the  Government  has  the  right,  under  the  clauses  at 
52.215-22,  Price  Reduction  for  Defective  Cost  or  Pric¬ 
ing  Data,  and  52.215-23,  Price  Reduction  for  Defective 
Cost  or  Pricing  Data — Modifications,  to  reduce  the 
prime  contract  price  if  it  was  significantly  increased 
because  a  subcontractor  submitted  defective  data.  This 
right  applies  whether  these  data  supported  subcontract 
cost  estimates  or  supported  firm  agreements  between 
subcontractor  and  contractor. 

(0  If  Government  audit  discloses  defective  subcon¬ 
tractor  cost  or  pricing  data,  the  information  necesssary 
to  support  a  reduction  in  prime  contract  and  subcon¬ 
tract  prices  may  be  available  only  from  the  Govern¬ 
ment.  To  the  extent  necessary  to  secure  a  prime  con¬ 
tract  price  reduction,  the  contracting  officer  should 
make  this  information  available  to  the  prime  contractor 
or  appropriate  subcontractors  upon  request.  If  release 
of  the  information  would  compromise  Government  se¬ 
curity  or  disclose  trade  secrets  or  confidential  business 
information,  the  contracting  officer  shall  release  it  only 
under  conditions  that  will  protect  it  from  improper 
disclosure.  Information  made  available  under  this  para¬ 
graph  shall  be  limited  to  that  used  as  the  basis  for  the 
prime  contract  price  reduction.  In  order  to  afford  an 
opportunity  for  corrective  action,  the  contracting  offi- 
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cer  should  give  the  prime  contractor  reasonable  ad¬ 
vance  notice  before  determining  to  reduce  the  prime 
contract  price. 

(1)  When  a  prime  contractor  includes  defective 
subcontract  data  in  arriving  at  the  price  but  later 
awards  the  subcontract  to  a  lower  priced  subcontrac¬ 
tor  (or  does  not  subcontract  for  the  work),  any  ad¬ 
justment  in  the  prime  contract  price  due  to  defective 
subcontract  data  is  limited  to  the  difference  (plus 
applicable  indirect  cost  and  profit  markups)  between 
(i)  the  subcontract  price  used  for  pricing  the  prime 
contract  and  (ii)  either  the  actual  subcontract  price 
or  the  actual  cost  to  the  contractor,  if  not  subcon¬ 
tracted,  provided  the  data  on  which  the  actual  sub¬ 
contract  price  is  based  are  not  themselves  defective. 

(2)  Under  cost-reimbursement  contracts  and  under 
all  fixed-price  contracts  except  (i)  firm-fixed-price 
contracts  and  (ii)  contracts  with  economic  price  ad¬ 
justment,  payments  to  subcontractors  that  are  higher 
than  they  would  be  had  there  been  no  defective 
subcontractor  cost  or  pricing  data  shall  be  the  basis 
for  disallowance  or  nonrecognition  of  costs  under 
the  clauses  prescribed  in  15.804-8.  The  Government 
has  a  continuing  and  direct  financial  interest  in  such 
payments  that  is  unaffected  by  the  initial  agreement 
on  prime  contract  price. 

15.804- 8  Contract  clauses. 

(a)  Price  Reduction  for  Defective  Cost  or  Pricing  Data. 
The  contracting  officer  shall,  when  contracting  by  ne¬ 
gotiation,  insert  the  clause  at  52.215-22,  Price  Reduc¬ 
tion  for  Defective  Cost  or  Pricing  Data,  in  solicitations 
and  contracts  when  it  is  contemplated  that  cost  or 
pricing  data  will  be  required  (see  15.804-2). 

(b)  Price  Reduction  for  Defective  Cost  or  Pricing 
Data — Modifications.  The  contracting  officer  shall, 
when  contracting  by  negotiation,  insert  the  clause  at 
52.215-23,  Price  Reduction  for  Defective  Cost  or  Pric¬ 
ing  Data — Modifications,  in  solicitations  and  contracts 
when  (1)  it  is  contemplated  that  cost  or  pricing  data 
will  be  required  (see  15.804-2)  for  the  pricing  of  con¬ 
tract  modifications,  and  (2)  the  clause  prescribed  in 
paragraph  (a)  above  has  not  been  included. 

(c)  Subcontractor  Cost  or  Pricing  Data.  The  contract¬ 
ing  officer  shall  insert  the  clause  at  52.215-24,  Subcon¬ 
tractor  Cost  or  Pricing  Data,  in  solicitations  and  con¬ 
tracts  when  the  clause  prescribed  in  paragraph  (a) 
above  is  included. 

(d)  Subcontractor  Cost  or  Pricing  Data — Modifications. 
The  contracting  officer  shall  insert  the  clause  at  52.215- 
25,  Subcontractor  Cost  or  Pricing  Data — Modifica¬ 
tions,  in  solicitations  and  contracts  when  the  clause 
prescribed  in  paragraph  (b)  above  is  included. 

15.805  Proposal  analysis. 

15.805- 1  General. 

(a)  The  contracting  officer,  exercising  sole  responsi¬ 
bility  for  the  final  pricing  decision,  shall,  as  appropri¬ 


ate,  coordinate  a  team  of  experts  and  request  and 
evaluate  the  advice  of  specialists  in  such  fields  as  con¬ 
tracting,  finance,  law,  contract  audit,  packaging,  quality 
control,  engineering  traffic  management,  and  contract 
pricing.  The  contracting  officer  should  have  appropri¬ 
ate  specialists  attend  the  negotiations  when  complex 
problems  involving  significant  matters  will  be  ad¬ 
dressed.  The  contracting  officer  may  assign  responsibil¬ 
ity  to  a  negotiator  or  price  analyst  for  (1)  determining 
the  extent  of  specialists’  advice  needed  and  evaluating 
that  advice,  (2)  coordinating  a  team  of  experts,  (3) 
consolidating  pricing  data  and  developing  a  prenegotia¬ 
tion  objective  (see  15.807),  and  (4)  conducting  negotia¬ 
tions. 

(b)  When  cost  or  pricing  data  are  required,  the  con¬ 
tracting  officer  shall  make  a  cost  analysis  to  evaluate 
the  reasonableness  of  individual  cost  elements.  In  addi¬ 
tion,  the  contracting  officer  should  make  a  price  analy¬ 
sis  to  ensure  that  the  overall  price  offered  is  fair  and 
reasonable.  When  cost  or  pricing  data  are  not  required, 
the  contracting  officer  shall  make  a  price  analysis  to 
ensure  that  the  overall  price  offered  is  fair  and  reason¬ 
able. 

(c)  The  contracting  officer  shall  require  prospective 
contractors  to  perform  (1)  price  analysis  for  all  signifi¬ 
cant  proposed  subcontracts  and  purchase  orders  and  (2) 
cost  analysis  when  the  prospective  subcontractor  is  re¬ 
quired  to  submit  cost  or  pricing  data  or  the  contractor 
is  unable  to  perform  an  adequate  price  analysis  (see 
15.806(a)). 

15.805- 2  Price  analysis. 

The  contracting  officer  is  responsible  for  selecting 
and  using  whatever  price  analysis  techniques  will 
ensure  a  fair  and  reasonable  price.  One  or  more  of  the 
following  techniques  may  be  used  to  perform  price 
analysis: 

(a)  Comparison  of  proposed  prices  received  in  re¬ 
sponse  to  the  solicitation. 

(b)  Comparison  of  prior  proposed  prices  and  contract 
prices  with  current  proposed  prices  for  the  same  or  sim¬ 
ilar  end  items. 

(c)  Application  of  rough  yardsticks  (such  as  dollars 
per  pound  or  per  horsepower,  or  other  units)  to  high¬ 
light  significant  inconsistencies  that  warrant  additional 
pricing  inquiry. 

(d)  Comparison  with  competitive  published  price 
lists,  published  market  prices  of  commodities,  similar 
indexes,  and  discount  or  rebate  arrangements. 

(e)  Comparison  of  proposed  prices  with  independent 
Government  cost  estimates  (see  15.803(b)). 

15.805- 3  Cost  analysis. 

The  contracting  officer  shall,  as  appropriate,  use  the 
techniques  and  procedures  outlined  in  paragraphs  (a) 
through  (f)  below  to  perform  cost  analysis: 

(a)  Verification  of  cost  or  pricing  data  and  evaluation 
of  cost  elements,  including — 
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(1)  The  necessity  for  and  reasonableness  of  pro¬ 
posed  costs,  including  allowances  for  contingencies; 

(2)  Projection  of  the  offeror’s  cost  trends,  on  the 
basis  of  current  and  historical  cost  or  pricing  data; 

(3)  A  technical  appraisal  of  the  estimated  labor, 
material,  tooling,  and  facilities  requirements  and  of 
the  reasonableness  of  scrap  and  spoilage  factors;  and 

(4)  The  application  of  audited  or  negotiated  indi¬ 
rect  cost  rates  (see  Subpart  42.7),  labor  rates,  and 
cost  of  money  or  other  factors. 

(b)  Evaluating  the  effect  of  the  offeror’s  current 
practices  on  future  costs.  In  conducting  this  evaluation, 
the  contracting  officer  shall  ensure  that  the  effects  of 
inefficient  or  uneconomical  past  practices  are  not  pro¬ 
jected  into  the  future.  In  pricing  production  of  recently 
developed,  complex  equipment,  the  contracting  officer 
should  make  a  trend  analysis  of  basic  labor  and  materi¬ 
als  even  in  periods  of  relative  price  stability. 

(c)  Comparison  of  costs  proposed  by  the  offeror  for 
individual  cost  elements  with — 

(1)  Actual  costs  previously  incurred  by  the  same 
offeror; 

(2)  Previous  cost  estimates  from  the  offeror  or 
from  other  offerors  for  the  same  or  similar  items; 

(3)  Other  cost  estimates  received  in  response  to  the 
Government’*  request; 

(4)  Independent  Government  cost  estimates  by 
technical  personnel;  and 

(5)  Forecasts  or  planned  expenditures. 

(d)  Verification  that  the  offeror’s  cost  submissions 
are  in  accordance  with  the  contract  cost  principles  and 
procedures  in  Part  31  and,  when  applicable,  the  re¬ 
quirements  and  procedures  in  Part  30,  Cost  Accounting 
Standards. 

(e)  Review  to  determine  whether  any  cost  or  pricing 
data  necessary  to  make  the  contractor’s  proposal  accu¬ 
rate,  complete,  and  current  have  not  been  either  sub¬ 
mitted  or  identified  in  writing  by  the  contractor.  If 
there  are  such  data,  the  contracting  officer  shall  at¬ 
tempt  to  obtain  them  and  negotiate,  using  them  or 
making  satisfactory  allowance  for  the  incomplete  data. 

(0  Analysis  of  the  results  of  any  make-or-buy  pro¬ 
gram  reviews,  in  evaluating  subcontract  costs. 

15.805-4  Technical  analysis. 

When  cost  or  pricing  data  are  required,  the  contract¬ 
ing  officer  should  generally  request  a  technical  analysis 
of  proposals,  asking  that  requirements,  logistics,  or 
other  appropriate  qualified  personnel  review  and  assess, 
as  a  minimum — 

(a)  The  quantities  and  kinds  of  material  proposed; 

(b)  The  need  for  the  number  and  kinds  of  labor 
hours  and  the  labor  mix; 

(c)  The  special  tooling  and  facilities  proposed; 

(d)  The  reasonableness  of  proposed  scrap  and  spoil¬ 
age  factors;  and 

(e)  Any  other  data  that  may  be  pertinent  to  the  cost 
or  price  analysis. 


15.805-5  Field  pricing  support. 

(a)  (1)  When  cost  or  pricing  data  are  required,  con¬ 
tracting  officers  shall  request  a  field  pricing  report 
(which  may  include  an  audit  review  by  the  cognizant 
contract  audit  activity)  before  negotiating  any  contract 
or  modification  resulting  from  a  proposal  in  excess  of 
$500,000,  except  as  otherwise  authorized  under  agency 
procedures,  unless  information  available  to  the  con¬ 
tracting  officer  is  considered  adequate  to  determine  the 
reasonableness  of  the  proposed  cost  or  price.  When 
available  data  are  considered  adequate  for  a  reasonable¬ 
ness  determination,  the  contracting  officer  shall  docu¬ 
ment  the  contract  file  to  reflect  the  basis  of  the  deter¬ 
mination. 

(2)  Field  pricing  reports  are  intended  to  give  the 
contracting  officer  a  detailed  analysis  of  the  propos¬ 
al,  for  use  in  contract  negotiations.  Field  pricing  sup¬ 
port  personnel  include,  but  are  not  limited  to,  admin¬ 
istrative  contracting  officers,  contract  auditors,  price 
analysts,  quality  assurance  personnel,  engineers,  and 
small  business  and  legal  specialists. 

(b)  Contracting  officers  should  not  request  field  pric¬ 
ing  support  for  proposed  contracts  or  modifications  of 
an  amount  less  than  that  specified  in  subparagraph 
(aXl)  above.  An  exception  may  be  made  when  a  rea¬ 
sonable  pricing  result  cannot  be  established,  because  of 
(1)  lack  of  knowledge  of  the  particular  contractor,  (2) 
sensitive  conditions,  or  (3)  an  inability  to  evaluate  the 
price  reasonableness  through  price  analysis  or  cost 
analysis  of  existing  data. 

(c)  (1)  When  initiating  field  pricing  support,  the  con¬ 
tracting  officer  shall  do  so  by  sending  a  request  to  the 
cognizant  administrative  contracting  officer  (ACO). 
When  field  pricing  support  is  not  available,  or  is 
exempted  by  agency  regulations,  the  contracting  officer 
m8y  initiate  an  audit  by  sending  the  request  directly  to 
the  cognizant  audit  office.  In  both  cases,  the  contract¬ 
ing  officer  shall,  in  the  request,  (i)  prescribe  the  extent 
of  the  support  needed,  (ii)  state  the  specific  areas  for 
which  input  is  required,  (iii)  include  the  information 
necessary  to  perform  the  review  (such  as  the  offeror’s 
proposal  and  the  applicable  portions  of  the  solicitation, 
particularly  those  describing  requirements  and  delivery 
schedules),  and  (iv)  assign  a  realistic  deadline  for  re¬ 
ceipt  of  the  report. 

(2)  Assignment  of  unrealistically  short  deadlines 
may  reduce  the  quality  of  the  audit  and  field  pricing 
reports  and  may  make  it  impossible  to  establish  the 
fairness  and  reasonableness  of  the  price. 

(3)  Agency  field  pricing  procedures  shall  not  pre¬ 
clude  free  and  open  communication  among  the  con¬ 
tracting  officer,  ACO,  and  auditor. 

(d)  Only  the  auditor  shall  have  general  access  to  the 
offeror’s  books  and  financial  records.  This  limitation 
does  not  preclude  the  contracting  officer,  the  ACO,  or 
their  representatives  from  requesting  any  data  from  or  re¬ 
viewing  offeror  records  necessary  to  the  discharge  of 
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their  responsibilities.  The  duties  of  auditors  and  those  of 
other  specialists  may  require  both  to  evaluate  the  same 
elements  of  estimated  costs.  They  shall  review  the  data 
jointly  or  concurrently  when  possible,  the  auditor  render¬ 
ing  services  within  the  audit  area  of  responsibility  and  the 
other  specialists  rendering  services  within  their  own  areas 
of  responsibility.  The  ACO  or  auditor,  as  appropriate, 
shall  orally  notify  the  contracting  officer  immediately  of 
data  provided  that  is  so  deficient  as  to  preclude  review 
and  any  denial  of  access  to  records  or  to  cost  or  pricing 
data  considered  essential  to  the  performance  of  a  satis¬ 
factory  review.  The  oral  notification  shall  be  promptly 
confirmed  in  writing  to  the  contracting  officer  describing 
the  deficient  or  denied  data  or  records,  with  copies  of  the 
deficient  data  if  requested  by  the  contracting  officer,  the 
need  for  the  evidence,  and  the  costs  unsupported  as  a  re¬ 
sult  of  the  denial.  The  contracting  officer  shall  review  the 
written  notification  and  shall  take  immediate  action  to 
obtain  the  data  needed.  If  the  offeror  persists  in  refusing 
to  provide  the  data,  and  the  contracting  officer  deter¬ 
mines  that  the  data  is  essential  for  a  fair  and  reasonable 
price  determination,  then  the  contracting  officer  shall 
proceed  with  the  action  outlined  in  15.804-6(e). 

(e)  The  auditor  shall  begin  the  audit  as  soon  as  possi¬ 
ble  after  receiving  the  contracting  officer's  request. 
The  auditor  is  responsible  for  the  scope  and  depth  of 
the  audit.  As  a  minimum,  the  audit  report  shall  include 
the  following: 

(1)  The  findings  on  specific  areas  listed  in  the 
contracting  officer’s  request. 

(2)  An  explanation  of  the  basis  and  method  used 
by  the  offeror  in  proposal  preparation. 

(3)  An  identification  of  the  original  proposal  and 
of  all  subsequent  written  formal  and  other  identifi¬ 
able  submissions  by  which  cost  or  pricing  data  were 
either  submitted  or  identified. 

(4)  A  description  of  cost  or  pricing  data  coming  to 
the  attention  of  the  auditor  that  were  not  submitted 
but  that  may  have  a  significant  effect  on  the  pro¬ 
posed  cost  or  price. 

(5)  A  list  of  any  cost  or  pricing  data  submitted  that 
are  not  accurate,  complete,  and  current  and  of  any  cost 
representations  that  are  unsupported.  When  the  result 
of  deficiencies  is  so  great  that  the  auditor  cannot  per¬ 
form  an  audit  or  considers  the  proposal  unacceptable 
as  a  basis  for  negotiation,  the  contracting  officer  shall 
be  orally  notified  so  that  prompt  corrective  action  may 
be  taken,  as  provided  by  15.805-5(d).  The  auditor  will 
immediately  confirm  the  notification  in  writing,  ex¬ 
plaining  the  deficiencies  and  the  cost  impact  on  the 
proposal. 

(6)  The  originals  of  all  technical  analyses  received 
by  the  auditor  and  a  quantification  of  the  dollar 
effect  of  the  technical  analysis  findings. 

(7)  If  the  auditor  believes  that  the  offeror’s  estimat- 
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ing  methods  or  accounting  system  are  inadequate  to 
support  the  proposal  or  to  permit  satisfactory  admin¬ 
istration  of  the  contract  contemplated,  a  statement  to 
that  effect. 

(8)  A  statement  of  the  extent  to  which  the  auditor 
has  discussed  discrepancies  or  mistakes  of  fact  in  the 
proposal  with  the  offeror. 

(0  The  auditor  shall  not  discuss  auditor  conclusions 
or  recommendations  on  the  offeror’s  estimated  or  pro¬ 
jected  costs  with  the  offeror  unless  specifically  request¬ 
ed  to  do  so  by  the  contracting  officer. 

(g)  If  field  pricing  support  was  not  requested,  the 
auditor  shall  send  the  completed  audit  report  directly 
to  the  contracting  officer.  If  field  pricing  support  was 
requested,  the  auditor  shall  send  the  completed  audit 
report  to  the  ACO  for  forwarding,  without  change, 
with  the  field  pricing  report.  The  ACO  shall  consoli¬ 
date  the  field  pricing  report  inputs  and  send  a  field 
pricing  report,  accompanied  by  the  original  copy  of  the 
audit  report,  to  the  contracting  officer  by  the  assigned 
date.  The  ACO  shall  send  the  auditor  a  copy  of  the 
field  pricing  report  (without  the  audit  report  and  tech¬ 
nical  analysis).  Audit  and  field  pricing  reports  shall  be 
made  a  part  of  the  official  contract  file. 

(h)  If  any  information  is  disclosed  after  submission  of 

a  proposal  that  may  significantly  affect  the  audit  find- 1 
ings,  the  contracting  officer  shall  require  the  offeror  to 
provide  concurrent  copies  to  the  appropriate  field  pricing 
office  (ACO  and  audit  offices).  In  that  case,  the  ACO  or 
auditor,  as  appropriate,  will  be  requested  to  immediately 
review  the  disclosed  information  and  orally  report  the 
findings  to  the  contracting  officer,  followed  by  a  supple¬ 
mental  report  when  considered  necessary.  | 

(i)  The  prime  contractor  or  higher  tier  subcontractor 
is  responsible  for  conducting  appropriate  cost  analyses 
before  awarding  subcontracts.  However,  the  contract¬ 
ing  officer  may  request  audit  or  field  pricing  support  to 
analyze  and  evaluate  the  proposal  of  a  subcontractor  at 
any  tier  (notwithstanding  availability  of  data  or  analy¬ 
ses  performed  by  the  prime  contractor)  if  the  contract¬ 
ing  officer  believes  that  such  support  is  necessary  to 
ensure  reasonableness  of  the  total  proposed  price.  This 
step  may  be  appropriate  when,  for  example — 

(1)  There  is  a  business  relationship  between  the 
contractor  and  subcontractor  not  conducive  to 
independence  and  objectivity; 

(2)  The  contractor  is  a  sole  source  and  the  subcon¬ 
tract  costs  represent  a  substantial  part  of  the  contract 
cost; 

(3)  The  contractor  has  been  denied  access  to  the 
subcontractor’s  records;  or 

(4)  The  contracting  officer  determines  that,  be¬ 
cause  of  factors  such  as  the  size  of  the  proposed 
subcontractor  price,  audit  or  field  pricing  support  for 
a  subcontract  or  subcontracts  at  any  tier  is  critical  to 
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a  fully  detailed  analysis  of  the  prime  contract  propos¬ 
al. 

(j)  When  the  contracting  officer  requests  the  cogni¬ 
zant  ACO  or  auditor  to  review  a  subcontractor’s  cost 
estimates,  the  request  shall  include,  when  available,  a 
copy  of  any  review  prepared  by  the  prime  contractor 
or  higher  tier  subcontractor,  the  subcontractor’s  pro¬ 
posal,  cost  or  pricing  data  provided  by  the  subcontrac¬ 
tor,  and  the  results  of  the  prime  contractor’s  cost  or 
price  analysis. 

(k)  When  the  Government  performs  the  subcontract 
analysis,  the  Government  shall  furnish  to  the  prime 
contractor  or  higher  tier  subcontractor,  with  the  con¬ 
sent  of  the  subcontractor  reviewed,  a  summary  of  the 
analysis  performed  in  determining  any  unacceptable 
costs,  by  element,  included  in  the  subcontract  proposal. 
If  the  subcontractor  withholds  consent,  the  Govern¬ 
ment  shall  furnish  a  range  of  unacceptable  costs  for 
each  element  in  such  a  way  as  to  prevent  giving  away 
subcontractor  proprietary  data. 

15.806  Subcontract  pricing  considerations. 

(a)  Subcontractors  must  submit  to  the  contractor  or 
higher  tier  subcontractor  cost  or  pricing  data  or  claims 
for  exemption  from  the  requirement  to  submit  them. 
The  contractor  and  higher  tier  subcontractor  are  re¬ 
sponsible  for  (1)  conducting  price  analysis  and,  when 
the  subcontractor  is  required  to  submit  cost  or  pricing 
data  or  if  the  contractor  or  higher  tier  subcontractor  is 
unable  to  perform  an  adequate  price  analysis,  cost  anal¬ 
ysis  for  all  subcontracts  and  (2)  including  the  results  of 
subcontract  reviews  and  evaluations  as  part  of  their 
own  cost  or  pricing  data  submission  (see  15.805-5(i) 
through  (k)). 

(b)  Except  when  the  subcontract  prices  are  based  on 
adequate  price  competition  or  on  established  catalog  or 
market  prices  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public  or  are  set  by  law  or  regu¬ 
lation,  any  contractor  required  to  submit  certified  cost  or 
pricing  data  also  shall  obtain  certified  cost  or  pricing  data 
before  awarding  any  subcontract  or  purchase  order  ex¬ 
pected  to  exceed  $100,000  or  issuing  any  modification  in¬ 
volving  a  price  adjustment  expected  to  exceed  $100,000 
(see  example  of  pricing  adjustment  at  15.804-2(a)(l)(ii) 
and  see  15.804-6(g)  through  (i)).  To  waive  subcontractor 
cost  or  pricing  data,  follow  the  procedures  at  15.804-3(i). 

(c)  The  requirements  in  paragraphs  (a)  and  (b)  above, 
modified  to  relate  to  higher  tier  subcontractors  rather 
than  to  the  prime  contractor,  shall  apply  to  lower  tier 
subcontracts  for  which  subcontractor  cost  or  pricing 
data  are  required. 

15.807  Prenegotiation  objectives. 

(a)  The  process  of  determining  prenegotiation  objec¬ 
tives  helps  the  contracting  officer  to  judge  the  overall 
reasonableness  of  proposed  prices  and  to  negotiate  a 
fair  and  reasonable  price  or  cost  and  fee.  In  setting  the 
prenegotiation  objectives,  the  contracting  officer  shall 
analyze  the  offeror’s  proposal,  taking  into  account  the 
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field  pricing  report,  if  any;  any  audit  report  and  techni¬ 
cal  analysis  whether  or  not  part  of  a  field  pricing 
report;  and  other  pertinent  data  such  as  independent 
Government  cost  estimates  and  price  histories.  This 
process  may  include  fact-finding  sessions  with  the  of¬ 
feror  when  the  contracting  officer  deems  appropriate. 

(b)  The  contracting  officer  shall  establish  prenegotia¬ 
tion  objectives  before  the  negotiation  of  any  pricing 
action.  The  scope  and  depth  of  the  analysis  supporting 
the  objectives  should  be  directly  related  to  the  dollar 
value,  importance,  and  complexity  of  the  pricing 
action.  When  cost  analysis  is  required,  the  analysis  shall 
address  (1)  the  pertinent  issues  to  be  negotiated,  (2)  the. 
cost  objectives,  and  (3)  a  profit  or  fee  objective. 

(c)  The  Government’s  cost  objective  and  proposed 
pricing  arrangement  directly  affect  the  profit  or  fee 
objective.  Because  profit  or  fee  is  only  one  of  several 
interrelated  variables,  the  contracting  officer  shall  not 
agree  on  profit  or  fee  without  concurrent  agreement  on 
cost  and  type  of  contract.  Specific  agreement  on  the 
exact  values  or  weights  assigned  to  individual  profit- 
analysis  factors  (see  15.905)  is  not  required  during  ne¬ 
gotiations  and  should  not  be  attempted. 

15.808  Price  negotiation  memorandum. 

(a)  At  the  conclusion  of  each  negotiation  of  an  initial 
or  revised  price,  the  contracting  officer  shall  promptly 
prepare  a  memorandum  of  the  principal  elements  of  the 
price  negotiation.  The  memorandum  shall  be  included 
in  the  contract  file  and  shall  contain  the  following 
minimum  information: 

(1)  The  purpose  of  the  negotiation. 

(2)  A  description  of  the  acquisition,  including  ap¬ 
propriate  identifying  numbers  (e.g.,  RFP  No.). 

(3)  The  name,  position,  and  organization  of  each 
person  representing  the  contractor  and  the  Govern¬ 
ment  in  the  negotiation. 

(4)  The  current  status  of  the  contractor’s  purchas¬ 
ing  system  when  material  is  a  significant  cost  ele¬ 
ment. 

(5)  If  certified  cost  or  pricing  data  were  required, 
the  extent  to  which  the  contracting  officer — 

(i)  Relied  on  the  cost  or  pricing  data  submitted 
and  used  them  in  negotiating  the  price;  and 

(ii)  Recognized  as  inaccurate,  incomplete,  or 
noncurrent  any  cost  or  pricing  data  submitted;  the 
action  taken  by  the  contracting  officer  and  the 
contractor  as  a  result;  and  the  effect  of  the  defec¬ 
tive  data  on  the  price  negotiated. 

(6)  If  cost  or  pricing  data  were  not  required  in  the 
case  of  any  price  negotiation  over  $100,000.  the  ex¬ 
emption  or  waiver  used  and  the  basis  for  claiming  or 
granting  it. 

(7)  If  certified  cost  or  pricing  data  were  required  in 
the  case  of  any  price  negotiation  under  $100,000.  the 
rationale  for  such  requirement. 

(8)  A  summary  of  the  contractor’s  proposal,  thel 
field  pricing  report  recommendations,  and  the  rea-| 
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sons  for  any  pertinent  variances  from  the  Held  pricing 
report  recommendations.  Where  the  determination  of 
price  reasonableness  is  based  on  cost  analysis,  the  sum¬ 
mary  shall  address  the  amount  of  each  major  cost  ele¬ 
ment  (i)  proposed  by  the  contractor,  (ii)  recommended 
by  the  field  or  other  pricing  assistance  report  (if  any), 
(iii)  contained  in  the  Government’s  negotiation  objec¬ 
tive,  and  (iv)  considered  negotiated  as  a  part  of  the 
price. 


_ 15.808 

(9)  The  most  significant  facts  or  considerations 
controlling  the  establishment  of  the  prenegotiation 
price  objective  and  the  negotiated  price  including  an 
explanation  of  any  significant  differences  between  the 
two  positions.  To  the  extent  such  direction  is  received, 
the  price  negotiation  memorandum  (PNM)  shall  dis- 
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sons  for  any  pertinent  variances  from  the  field  pric- 
ing  report  recommendations. 

(9)  The  most  significant  facts  or  considerations 
controlling  the  establishment  of  the  prenegotiation 
price  objective  and  the  negotiated  price  including  an 
explanation  of  any  significant  differences  between  the 
two  positions. 

(10)  The  basis  for  determining  the  profit  or  fee 
prenegotiation  objective  and  the  profit  or  fee  negoti¬ 
ated. 

(b)  Whenever  a  field  pricing  report  has  been  submit¬ 
ted,  the  contracting  officer  shall  forward  a  copy  of  the 
price  negotiation  memorandum  (PNM)  to  the  cognizant 
audit  office  and  a  copy  to  the  cognizant  administrative 
contracting  officer.  When  appropriate,  information  on 
how  the  advisory  services  of  the  field  pricing  support 
team  can  be  made  more  effective  should  be  provided 
separately. 

15.809  Forward  pricing  rate  agreements. 

(a)  Negotiation  of  forward  pricing  rate  agreements 
(FPRA’s)  may  be  requested  by  the  contracting  officer 
or  the  contractor  or  initiated  by  the  administrative  con¬ 
tracting  officer  (ACO).  In  determining  whether  or  not 
to  establish  such  an  agreement,  the  ACO  should  con¬ 
sider  whether  the  benefits  to  be  derived  from  the 
agreement  are  commensurate  with  the  effort  of  estab¬ 
lishing  and  monitoring  it.  Normally,  FPRA’s  should  be 
negotiated  only  with  contractors  having  a  significant 
volume  of  Government  contract  proposals.  The  cogni¬ 
zant  contract  administration  agency  shall  determine 
whether  an  FPRA  will  be  established. 

(b)  The  ACO  shall  obtain  the  contractor’s  proposal 
and  require  that  it  include  cost  or  pricing  data  that  are  ac¬ 
curate,  complete,  and  current  as  of  the  date  of  submis¬ 
sion.  The  ACO  shall  invite  the  cognizant  contract  auditor 
and  contracting  offices  having  a  significant  interest  to 
participate  in  developing  a  Government  objective  and  in 
the  negotiations.  Upon  completing  negotiations,  the 
ACO  shall  prepare  a  price  negotiation  memorandum 
(PNM)  (see  15.808)  and  forward  copies  of  the  PNM  and 
FPRA  to  the  cognizant  auditor  and  to  all  contracting  of¬ 
fices  that  are  known  to  be  affected  by  the  FPRA.  A  Cer¬ 
tificate  of  Current  Cost  or  Pricing  Data  shall  not  be  re¬ 
quired  at  this  time  (see  15.804-4(g)). 

(c)  The  FPRA  shall  provide  specific  terms  and  condi¬ 
tions  covering  expiration,  application,  and  data  require¬ 
ments  for  systematic  monitoring  to  assure  the  validity  of 
the  rates.  The  agreement  shall  provide  for  cancellation  at 
the  option  of  either  party  and  shall  require  the  contractor 
to  submit  to  the  ACO  and  to  the  cognizant  contract  audi¬ 
tor  any  significant  change  in  cost  or  pricing  data. 

(d)  Offerors  arc  required  (see  15.804-4(g))  to  describe 
any  FPRA’s  in  each  specific  pricing  proposal  to  which 
the  rates  apply  and  identify  the  latest  cost  or  pricing  data 
already  submitted  in  accordance  with  the  agreement.  All 
data  submitted  in  connection  with  the  agreement,  updat¬ 
ed  as  necessary,  form  a  part  of  the  total  data  that  the  of- 


15.810 

feror  certifies  to  be  accurate,  complete,  and  current  at  the 
time  of  agreement  on  price  for  an  initial  contract  or  for  a 
contract  modification. 

(e)  Contracting  officers  will  use  FPRA  rates  as  bases 
for  pricing  all  contracts,  modifications,  and  other  con¬ 
tractual  actions  to  be  performed  during  the  period  cov¬ 
ered  by  the  agreement,  unless  the  ACO  determines  that 
changed  conditions  have  invalidated  part  or  all  of  the 
agreement.  Conditions  that  may  affect  the  agreement’s 
validity  shall  be  promptly  reported  to  the  ACO. 

(1)  If  the  ACO  determines  that  the  agreement  is 
still  valid,  the  ACO  shall  notify  the  individual  or 
agency  that  reported  the  changed  conditions. 

(2)  If  the  ACO  determines  that  a  changed  condi¬ 
tion  has  invalidated  the  agreement,  the  ACO  shall 
notify  all  interested  parties  of  the  extent  of  its  effect 
and  initiate  revision  of  the  agreement. 

(0  When  an  FPRA  has  been  invalidated,  the  con¬ 
tractor,  ACO,  and  contracting  officer  shall  reflect  the 
changed  condition  in  proposals,  cost  analyses,  and  ne¬ 
gotiations,  pending  revision  of  the  agreement. 

15.810  Should-cost  analysis. 

(a)  Should-cost  analysis  is  a  specialized  form  of  cost 
analysis  which  is  used  to  evaluate  the  cost  of  produc¬ 
tion  programs  by  evaluating  and  challenging  a  contrac¬ 
tor’s  management  ard  operating  systems  or  portions 
thereof.  It  does  not  assume  the  use  of  the  contractor’s 
existing  workforce,  methods,  materials,  facilities,  or 
management  and  operating  systems.  It  addresses  sig¬ 
nificant  cost  drivers  and  may  be  tailored  to  a  specific 
part  of  the  contractor’s  operations,  for  example,  indi¬ 
rect  expense  activities,  factory  layout,  etc.  This  analy¬ 
sis  is  accomplished  by  an  integrated  team  of  Govern¬ 
ment  contracting,  contract  administration,  pricing,  au¬ 
dit,  and  engineering  representatives.  The  objective  of 
should-cost  analysis  is  to  promote  both  short-  and 
long-range  improvements  in  the  contractor’s  economy 
and  efficiency  by  evaluating  and  challenging  the  con¬ 
tractor’s  existing  workforce,  methods,  materials,  fa¬ 
cilities,  or  management  and  operating  systems  to  iden¬ 
tify  uneconomical  or  inefficient  practices.  In  addition, 
by  providing  rationale  for  any  recommendations  and 
quantifying  their  impact  on  cost,  the  Government  will 
be  better  able  to  develop  realistic  price  objectives  for 
negotiation. 

(b)  A  should-cost  analysis  should  be  considered,  par¬ 
ticularly  in  the  case  of  a  major  system  acquisition  (see 
Part  34),  when— 

(1)  Some  initial  production  has  already  taken 
place; 

(2)  The  contract  will  be  awarded  on  a  sole-source 
basis; 

(3)  There  are  future  year  production  requirements 
for  substantial  quantities  of  like  items; 

(4)  The  items  being  acquired  have  a  history  of 
increasing  costs; 

(5)  The  work  is  sufficiently  defined  to  permit  an 
effective  analysis  and  major  changes  are  unlikely; 

(6)  Sufficient  time  is  available  to  plan  and  conduct 
the  should-cost  analysis  adequately;  and 
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(7)  Personnel  with  the  required  skills  are  available  or 

can  be  assigned  for  the  duration  of  the  should-cost 

analysis. 

(c)  The  scope  of  a  should-cost  analysis  can  range  from 
a  large-scale  review  examining  the  contractor's  entire  opera¬ 
tion  (including  plant-wide  overhead  and  selected  major  sub¬ 
contractors)  to  a  small-scale  review  examining  specific  por¬ 
tions  of  a  contractor's  operation.  When  a  should-cost 
analysis  is  conducted  relative  to  a  contractor  proposal,  a 
separate  audit  report  on  the  proposal  is  required.  In  deter¬ 
mining  the  team  size  for  the  review,  the  various  factors 
outlined  in  this  paragraph  (c)  should  be  considered. 

(d)  The  contracting  officer  should  decide  which  elements 
of  the  contractor’s  operation  have  the  greatest  potential  for 
cost  savings  and  assign  the  available  personnel  resources 
accordingly.  While  the  particular  elements  to  be  analyzed 
are  a  function  of  the  contract  work  task,  elements  such  as 
manufacturing,  pricing  and  accounting,  management  and 
organization,  and  subcontract  and  vendor  management  are 
normally  reviewed  in  a  should-cost  analysis. 

(e)  In  acquisitions  for  which  a  should-cost  analysis  is  con¬ 
ducted,  a  separate  should-cost  analysis  team  report,  prepared 
in  accordance  with  agency  procedures,  is  required.  Field 
pricing  reports  are  required  only  to  the  extent  that  they  con¬ 
tribute  to  the  combined  team  position.  The  contracting  of¬ 
ficer  shall  consider  the  findings  and  recommendations  con¬ 
tained  in  the  should-cost  analysis  team  report  when 
negotiating  the  contract  price.  After  completing  the  negotia¬ 
tion,  the  contracting  officer  shall  provide  the  administrative 
contracting  officer  a  report  of  any  identified  uneconomical 
or  inefficient  practices,  together  with  a  report  of  correction 
or  disposition  agreements  reached  with  the  contractor.  The 
contracting  officer  shall  establish  a  follow-up  plan  to  monitor 
the  correction  of  the  uneconomical  or  inefficient  practices. 

(f)  When  a  should-cost  analysis  is  planned,  the  contrac¬ 
ting  officer  should  state  this  fact  (1)  in  the  acquisition  plan 
(see  Subpart  7.1)  and  (2)  in  the  solicitation. 

15.811  Estimating  systems. 

(a)  The  consistent  preparation  of  proposals  using  an  ac¬ 
ceptable  estimating  system  benefits  both  the  Government 
and  the  contractor  by  increasing  the  accuracy  and  reliabili¬ 
ty  of  individual  proposals.  Cognizant  audit  activities,  when 
it  is  appropriate  to  do  so,  shall  establish  and  manage  regular 
programs  for  reviewing  selected  contractors’  estimating 
systems  or  methods,  in  order  to  (I)  reduce  the  scope  of 
reviews  to  be  performed  on  individual  proposals,  (2)  ex¬ 
pedite  the  negotiation  process,  and  (3)  increase  the  reliability 
of  proposals.  The  results  of  estimating  system  reviews  shall 
be  documented  in  survey  reports. 

(b)  The  auditor  shall  send  a  copy  of  the  estimating  system 
survey  report  and  a  copy  of  the  official  notice  of  corrective 
action  required  to  each  contracting  office  and  contract  ad¬ 
ministration  office  having  substantial  business  with  that  con¬ 
tractor.  Significant  deficiencies  not  corrected  by  the  con¬ 
tractor  shall  be  a  consideration  in  subsequent  proposal 
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analyses  and  negotiations. 

(c)  In  determining  the  acceptability  of  a  contractor’s 
estimating  system,  the  auditor  should  consider— 

(1)  The  source  of  data  for  estimates  and  the  procedures 
for  ensuring  that  the  data  are  accurate,  complete,  and 
current; 

(2)  The  documentation  developed  and  maintained  in 
support  of  the  estimate; 

(3J  The  assignment  of  responsibilities  for  originating, 
reviewing,  and  approving  estimates; 

(4)  The  procedures  followed  for  developing  estimates 
for  direct  and  indirect  cost  elements; 

(5)  The  extent  of  coordination  and  communication  be¬ 
tween  organizational  elements  responsible  for  *  the 
estimate;  and 

(6)  Management  support,  including  estimate  approval, 
establishment  of  controls,  and  training  programs. 

15.812  Unit  prices. 

15.812-1  General. 

(a)  Direct  and  indirect  costs  are  generally  allocated  to  con- 1 
tracts  in  accordance  with  the  Cost  Accounting  Standards 
of  Part  30  (when  applicable)  and  the  Contract  Cost  Prin¬ 
ciples  and  Procedures  of  Part  31.  However,  for  the  pur- 1 
pose  of  pricing  all  items  of  supplies,  distribution  of  those 
costs  within  contracts  shall  be  on  a  basis  that  ensures  that 
unit  prices  are  in  proportion  to  the  item’s  base  cost  (e.g., 
manufacturing  or  acquisition  costs).  Any  method  of 
distributing  costs  to  line  items  that  distorts  the  unit  prices 
shall  not  be  used.  For  example,  distributing  costs  equally 
among  line  items  is  not  acceptable  except  when  there  is  lit¬ 
tle  or  no  variation  in  base  cost. 

(b)  However,  the  policy  in  paragraph  (a)  of  this  subsec¬ 
tion  does  not  apply  to  any  Department  of  Defense  (DoD) 
or  National  Aeronautics  and  Space  Administration  (NASA) 
contract  or  subcontract  item  of  supply  for  which  the  price 
is,  or  is  based  on,  an  established  catalog  or  market  price 
of  a  commercial  item  sold  in  substantial  quantities  to  the 
general  public.  A  price  is  “based  on”  a  catalog  or  market 
price  only  if  the  item  is  sufficiently  similar  to  the  catalog 
or  market  price  commercial  item  to  ensure  that  any  dif¬ 
ference  in  price  can  be  identified  and  justified  without  resort 
to  cost  analysis. 

(c)  In  addition,  when  contracting  by  negotiation  without 
full  and  open  competition,  contracting  officers  shall  require 
that  offerors  identify  in  their  proposals  those  items  of  supply 
which  they  will  not  manufacture  or  to  which  they  will  not 
contribute  significant  value.  The  contracting  officer  shall 
require  similar  information  when  contracting  by  negotia¬ 
tion  with  full  and  open  competition  if  adequate  price  com¬ 
petition  is  not  expected  (see  l5.804-3(b)).  The  information 
need  not  be  requested  in  connection  with  the  award  of  con¬ 
tracts  under  the  General  Services  Administration's  com¬ 
petitive  Multiple  Award  Schedule  Program.  For  DoD  and  I 
NASA  contracts,  the  information  shall  not  be  requested  for  | 
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commercial  items  sold  in  substantial  quantities  to  the  general 
public  when  the  prices  are,  or  are  based  on,  established 
catalog  or  market  prices.  Such  information  shall  be  used 
to  determine  whether  the  intrinsic  value  of  an  item  has  been 
distorted  through  application  of  overhead  and  whether  such 
items  should  be  considered  for  breakout.  The  contracting 
officer  may  require  such  information  in  any  other  negotiated 
contracts  when  appropriate. 

15.812- 2  Contract  clause. 

(a)  The  contracting  officer  shall  insert  the  clause  at 
52.215-26,  Integrity  of  Unit  Prices,  in  all  solicitations  and 
contracts  for  other  than— 

(1)  Small  purchases  under  Part  13; 

(2)  Construction  or  architect-engineer  services  under 
Part  36; 

(3)  Utility  services  under  Subpart  8.3;  or 

(4)  Service  contracts  where  supplies  are  not  required. 

(b)  The  contracting  officer  shall  insert  the  clause  with  its 
Alternate  I  when  contracting  without  full  and  open  com¬ 
petition  or  when  prescribed  by  agency  regulations. 

15.813  Commercial  pricing  certificates. 

15.813- 1  Policy. 

The  Government  should  not  purchase  items  of  supply  of¬ 
fered  for  sale  to  the  public  at  a  price  that  exceeds  the  lowest 
price  at  which  such  items  are  sold  by  the  contractor  unless 
the  price  difference  is  clearly  justified  by  the  seller  or  unless 
exempt  under  15.813-3.  To  this  end,  10  U.S.C.  2323  and 
41  U.S.C.  253e  require  an  offeror  to  certify  that  the  price 
offered  is  not  more  than  its  lowest  commercial  price  or  to 
submit  a  written  statement  specifying  the  amount  of  any  dif¬ 
ference  and  providing  justification  for  that  difference. 

15.813- 2  Applicability. 

(a)  Except  as  provided  in  15.813-3,  commercial  pricing 
certificates  are  required  to  be  submitted  with  any  offer/pro¬ 
posal  covering  any  item  or  items  that  are  offered  for  sale 
to  the  public  which  is  submitted  in  connection  with  any  of 
the  following: 

(1)  Contracts  not  awarded  on  the  basis  of  full  and  open 
competition. 

(2)  Contract  modifications  including  contract  modifica¬ 
tions  for  additional  items  but  not  including  contract 
modifications  that  are  within  the  scope  and  under  the 
terms  of  the  contract,  such  as  contract  modifications 
issued  pursuant  to  the  Changes  clause,  or  funding  and 
other  administrative  changes. 

(3)  Orders  under  the  provisioning  line  item  of  a  con¬ 
tract  or  under  a  Basic  Ordering  Agreement  or  under  a 
similar  arrangement. 

(b)  If  the  contract,  modification  or  order  is  awarded 
without  a  definitive  price,  such  as  a  letter  contract  or  an 
unpriced  order,  the  commercial  pricing  certificate  is  not  re¬ 
quired  prior  to  award  but  rather  will  be  submitted  with  the 
offer  or  proposal  furnished  to  definitize  the  price. 

(c)  Notwithstanding  any  limitations  contained  in  (a)  above, 
the  contracting  officer  may  require  a  commercial  pricing 
certificate  whenever  it  is  necessary  to  protect  the  interests 
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of  the  Government.  Examples  could  be  where  adequate  price 
competition  does  not  exist  despite  full  and  open  competi¬ 
tion  or  where  a  modification  issued  pursuant  to  the  Changes 
clause  results  in  a  substitution  of  commercial  items  for  non¬ 
commercial  items. 

15.813- 3  Exemptions  from  commercial  pricing 
certificates. 

(a)  For  civilian  agencies,  not  including  NASA,  a  cer¬ 
tificate  of  commercial  pricing  is  not  required  in  connection 
with  the  acquisition  of  items  unless  the  items  being  acquired 
are  individual  parts,  components,  subassemblies  or  sub¬ 
systems  integral  to  a  major  system,  and  other  property  which 
may  be  replaced  during  the  service  life  of  the  system,  in¬ 
cluding  spare  parts  and  replenishment  spare  parts,  but  not 
including  packaging  or  labeling  associated  with  shipment 
or  identification  of  an  item. 

(b)  The  contracting  officer  shall  not  ordinarily  require  a 
certificate  of  commercial  pricing  when— 

(1)  The  simplified  small  purchase  procedures  of  Part 
13  are  being  used; 

(2)  An  order  is  placed  under  an  indefinite  delivery-type 
contract  (A  certificate  is  required  in  connection  with  the 
award  without  full  and  open  competition  of  an  indefinite 
delivery-type  contract.); 

(3)  The  contracting  officer  determines  that  obtaining 
the  commercial  pricing  certificate  is  not  appropriate 
because  of  (i)  national  security  considerations;  or  (ii)  dif¬ 
ferences  in  quantities,  quality,  delivery,  or  other  terms 
and  conditions  of  the  contract  from  commercial  contract 
terms;  or 

(4)  The  contracting  officer  determines  that  no  commer¬ 
cial  items  are  included  in  the  contract,  modification  or 
order. 

15.813- 4  Procedures. 

(a)  When  commercial  pricing  certificates  are  required  in 
accordance  with  15.813-2  above,  the  contracting  officer  shall 
require  the  contractor  to  submit  the  certificate  as  set  forth 
in  the  clause  at  52.215-32,  Certification  of  Commercial  Pric¬ 
ing.  The  contracting  officer  should  assess  market  conditions 
for  the  items  expected  to  be  covered  by  the  certificate  to 
determine  whether  the  standard  60-day  time  period  specified 
in  the  certificate  is  appropriate.  If  the  frequency  of  price 
fluctuations  or  other  circumstances  persuade  the  contrac¬ 
ting  officer  that  a  shorter  or  longer  period  is  appropriate, 
the  time  period  should  be  modified  accordingly. 

(b)  The  contracting  officer  shall  request  submission  of 
a  new  certificate  when  the  validity  of  the  certificate  original¬ 
ly  submitted  with  an  offer/proposal  becomes  doubtful  prior 
to  award  due  to  submission  of  a  new  or  revised  proposal 
or  as  a  result  of  discussions. 

(c)  If,  before  agreement  on  price,  the  contracting  officer 
learns  that  the  certificate  is  inaccurate,  incomplete,  or 
misleading,  the  contracting  officer  shall  immediately  bring 
the  matter  to  the  attention  of  the  offeror/contractor,  request 
a  new  certificate,  and  negotiate  accordingly. 
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(d)  If,  after  award,  the  contracting  officer  learns  or 
suspects  that  commercial  prices  offered  were  defective,  the 
contracting  officer  shall  request,  as  appropriate,  an  audit 
to  evaluate  the  commercial  prices  under  authority  of 
paragraph  (b)  of  the  clause  at  52.215-32.  If  the  contracting 
officer  determines  that  a  certificate  is  inaccurate,  incomplete 
or  misleading,  the  Government  is  entitled  to  a  price  adjust¬ 
ment  for  the  overcharge  (see  paragraph  (c)  of  the  clause 
at  52.215-32). 

(e)  Individual  or  class  determinations  made  under 

15.813- 3(b)(3)  or  (b)(4)  will  be  documented  in  the  contract 
file. 

(f)  Possession  of  a  contractor’s  Certificate  of  Commer¬ 
cial  Pricing  is  not  a  substitute  for  examining  and  analyzing 
a  contractor’s  proposal. 

15.813- 5  Contract  clause. 

The  contracting  officer  shall  insert  the  clause  at 
52.215-32,  Certification  of  Commercial  Pricing,  in  all 
solicitations  and  contracts  unless  exempted  under 

15.813- 3(a)  or  (b)(1). 

SUBPART  15.9— PROFIT 

15.900  Scope  of  subpart. 

This  subpart— 

(a)  Prescribes  policies  for  establishing  the  profit  or  fee 
portion  of  the  Government  prenegotiation  objective; 

(b)  Applies  to  price  negotiations  based  on  cost  analysis; 

(c)  Prescribes  policies  for  agencies’  development  and  use 
of  a  structured  approach  for  determining  the  profit  or  fee 
prenegotiation  objective  (see  15.905  for  the  contents  of  a 
structured  approach);  and 

(d)  Specifies  (1)  situations  requiring  contracting  officers 
to  analyze  profit  and  (2)  considerations  for  that  analysis. 

15.901  General. 

(a)  Profit  or  fee  prenegotiation  objectives  do  not  necessari¬ 
ly  represent  net  income  to  contractors.  Rather,  they  repre¬ 
sent  that  element  of  the  potential  total  remuneration  that  con¬ 
tractors  may  receive  for  contract  performance  over  and 
above  allowable  costs.  This  potential  remuneration  element 
and  the  Government’s  estimate  of  allowable  costs  to  be  in¬ 
curred  in  contract  performance  together  equal  the  Govern¬ 
ment’s  total  prenegotiation  objective.  Just  as  actual  costs 
may  vary  from  estimated  costs,  the  contractor’s  actual 
realized  profit  or  fee  may  vary  from  negotiated  profit  or 
fee,  because  of  such  factors  as  efficiency  of  performance, 
incurrence  of  costs  the  Government  does  not  recognize  as 
allowable,  and  contract  type. 

(b)  It  is  in  the  Government’s  interest  to  offer  contractors 
opportunities  for  financial  rewards  sufficient  to  (1)  stimulate 
efficient  contract  performance,  (2)  attract  the  best 
capabilities  of  qualified  large  and  small  business  concerns 
to  Government  contracts,  and  (3)  maintain  a  viable  industrial 
base. 
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(c)  Both  the  Government  and  contractors  should  be  con¬ 
cerned  with  profit  as  a  motivator  of  efficient  and  effective 
contract  performance.  Negotiations  aimed  merely  at  reduc¬ 
ing  prices  by  reducing  profit,  without  proper  recognition 
of  the  function  of  profit,  are  not  in  the  Government’s  in¬ 
terest.  Negotiation  of  extremely  low  profits,  use  of  historical 
averages,  or  automatic  application  of  predetermined  percen¬ 
tages  to  total  estimated  costs  do  not  provide  proper  motiva¬ 
tion  for  optimum  contract  performance.  With  the  exception 
of  statutory  ceilings  in  15.903(d)  on  profit  and  fee,  agen¬ 
cies  shall  not  (1)  establish  administrative  ceilings  or  (2) 
create  administrative  procedures  that  could  be  represented 
to  contractors  as  de  facto  ceilings. 

15.902  Policy. 

(a)  Structured  approaches  (see  15.905)  for  determining 
profit  or  fee  prenegotiation  objectives  provide  a  discipline 
for  ensuring  that  ill  relevant  factors  are  considered.  Sub¬ 
ject  to  the  authorities  in  1.301(c),  agencies  making  non¬ 
competitive  contract  awards  over  $100,000  totaling  $50 
million  or  more  a  year— 

(1)  Shall  use  a  structured  approach  for  determining  the 
profit  or  fee  objective  in  those  acquisitions  that  require 
cost  analysis;  and 

(2)  May  prescribe  specific  exemptions  for  situations  in 
which  mandatory  use  of  a  structured  approach  would  be 
clearly  inappropriate. 

(b)  Agencies  may  use  another  agency’s  structured 
approach. 

15.903  Contracting  officer  responsibilities. 

(a)  When  the  price  negotiation  is  not  based  on  cost 
analysis,  contracting  officers  are  not  required  to  analyze 
profit. 

(b)  When  the  price  negotiation  is  based  on  cost  analysis, 
contracting  officers  in  agencies  that  have  a  structured  ap¬ 
proach  shall  use  it  to  analyze  profit.  When  not  using  a  struc¬ 
tured  approach,  contracting  officers  shall  comply  with 
15.905-1  in  developing  profit  or  fee  prenegotiation 
objectives. 

(c)  Contracting  officers  shall  use  the  Government 
prenegotiation  cost  objective  amounts  as  the  basis  for 
calculating  the  profit  or  fee  prenegotiation  objective.  Before 
the  allowability  of  facilities  capital  cost  of  money,  this  cost 
was  included  in  profits  or  fees.  Therefore,  before  applying 
profit  or  fee  factors,  the  contracting  officer  shall  exclude 
any  facilities  capital  cost  of  money  included  in  the  cost  ob¬ 
jective  amounts.  If  the  prospective  contractor  fails  to  iden¬ 
tify  or  propose  facilities  capital  cost  of  money  in  a  proposal 
for  a  contract  that  will  be  subject  to  the  cost  principles  for 
contracts  with  commercial  organizations  (see  Subpart  31.2), 
facilities  capital  cost  of  money  will  not  be  an  allowable  cost 
in  any  resulting  contract  (see  15.904). 
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TABI.F.  OF  CON  TENTS 
31 .000  Slope  of  pan. 

31.001  Definitions. 


SUBPART  31 . 1 —APPLICABILITY 

31.100  Scope  of  subpart. 

31.101  Objectives. 

31.102  Fixed-price  contracts. 

31.103  Contracts  with  commercial  organizations. 

31.104  Contracts  with  educational  institutions. 

31.105  Construction  and  architect-engineer  contracts. 

31.106  Facilities  contracts. 

31.106  I  Applicable  cost  principles. 

31.106- 2  Exceptions  to  general  rules  on  allowability  and 

allocability. 

31.106- 3  Contractor's  commercial  products. 

31.107  Contracts  with  State,  local,  and  federally  recognized 

Indian  tribal  governments. 

31  108  Contracts  with  nonprofit  organizations. 

3 1  109  Advance  agreements. 


SUBPART  31.2-(  ONTRACTS  WITH  COMMERCIAL 
ORGANIZATIONS 
31.201  General. 

31.201- 1  Composition  of  total  cost. 

31.201- 2  Dc'.ei mining  allowability. 

31  201-3  Determining  reasonableness. 

31  201  4  Determining  allocability. 

31.2015  Credits. 

31  201  6  Accounting  for  unallowable  costs. 

31  201-7  Construction  and  architect-engineer  contracts, 

31202  Direct  costs. 

31.201  Indirect  costs. 

31  204  Application  of  principles  and  procedures. 

31.205  Selected  costs. 

31  205-1  Public  relations  and  advertising  costs. 

31  205-2  Automatic  data  processing  equipment  leasing  costs. 

31205-3  Bad  debts 

31205-4  Bonding  costs. 

31.205- 5  Civil  defense  costs 

31.205- 6  Compensation  for  personal  services. 

31  205-7  Contingencies. 

31.205- 8  Contributions  and  donations. 

31  205-9  Reserved. 

31.205- 10  Cost  of  money. 

31.205- 11  Depreciation. 

31  205-12  Economic  planning  costs. 

31.205- 13  Employee  morale,  health,  welfare,  food  service,  and 

dormitory  costs  and  credits. 

31.205- 14  Entertainment  costs. 

31  205-15  Fines  and  penalties. 

31  205-16  Gains  and  losses  on  disposition  of  depreciable  property 
nr  other  capital  assets. 


31  205-17  bile  facilities  and  idle  capacity  costs. 
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\1 .205-18  Independent  research  and  development  and  bid  and 
proposal  costs. 

31.205- 19  Insurance  and  indemnification 

31.205- 20  Interest  and  other  financial  costs. 

31.205- 21  Labor  relations  costs. 

31.205- 22  Legislative  lobbying  costs. 

31.205- 23  Losses  on  other  contracts. 

31.205- 24  Maintenance  and  repair  costs. 

31.205- 25  Manufacturing  and  production  engineering  costs. 

31.205- 26  Material  costs.  % 

31.205- 27  Organization  costs. 

31.205- 28  Other  business  expenses. 

31.205- 29  Plant  protection  costs. 

31.205- 30  Patent  costs. 

31.205- 31  Plant  reconversion  costs. 

31.205- 32  Precontract  costs. 

31.205- 33  Professional  and  consultant  service  costs. 

31.205- 34  Recruitment  costs. 

31.205- 35  Relocation  costs. 

31.205- 36  Rental  costs. 

3 1.205- 37  Royalties  and  other  costs  for  use  of  patents. 

31.205- 38  Selling  costs. 

31.205- 39  Service  and  warranty  costs. 
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PART  31 

CONTRACT  COST  PRINCIPLES  AND 
PROCEDURES 

31.000  Scope  of  part 

This  part  contains  cost  principles  and  procedures  for 

(a)  the  pricing  of  contracts,  subcontracts,  and  modifica¬ 
tions  to  contracts  and  subcontracts  whenever  cost  anal¬ 
ysis  is  performed  (see  15.805-3)  and  (b)  the  determina¬ 
tion,  negotiation,  or  allowance  of  costs  when  required 
by  a  contract  clause. 

31.001  Definitions. 

“Accrued  benefit  cost  method”  means  an  actuarial 
cost  method  under  which  units  of  benefit  are  assigned 
to  each  cost  accounting  period  and  are  valued  as  they 
accrue;  i.e.,  based  on  the  services  performed  by  each 
employee  in  the  period  involved.  The  measure  of 
normal  cost  under  this  method  for  each  cost  account¬ 
ing  period  is  the  present  value  of  the  units  of  benefit 
deemed  to  be  credited  to  employees  for  service  in  that 
period.  The  measure  of  the  actuarial  liability  at  a  plan’s 
inception  date  is  the  present  value  of  the  units  of  bene¬ 
fit  credited  to  employees  for  service  prior  to  that  date. 
(This  method  is  also  known  as  the  unit  credit  cost 
method.) 

“Accumulating  costs”  means  collecting  cost  data  in 
an  organized  manner,  such  as  through  a  system  of 
accounts. 

“Actual  cash  value”  means  the  cost  of  replacing 
damaged  property  with  other  property  of  like  kind  and 
quality  in  the  physical  condition  of  the  property  imme¬ 
diately  before  the  damage. 

“Actual  costs,”  as  used  in  this  part  (other  than  Sub¬ 
part  31.6),  means  amounts  determined  on  the  basis  of 
costs  incurred,  as  distinguished  from  forecasted  costs. 
Actual  costs  include  standard  costs  properly  adjusted 
for  applicable  variances. 

“Actuarial  assumption”  means  a  prediction  of  future 
conditions  affecting  pension  costs;  e.g.,  mortality  rate, 
employee  turnover,  compensation  levels,  pension  fund 
earnings,  and  changes  in  values  of  pension  funds  assets. 

“Actuarial  cost  method”  means  a  technique  which 
uses  actuarial  assumptions  to  measure  the  present  value 
of  future  pension  benefits  and  pension  fund  administra¬ 
tive  expenses,  and  which  assigns  the  cost  of  such  bene¬ 
fits  and  expenses  to  cost  accounting  periods. 

“Actuarial  gain  and  loss”  means  the  effect  on  pen¬ 
sion  cost  resulting  from  differences  between  actuarial 
assumptions  and  actual  experience. 


“Actuarial  liability”  means  pension  cost  attributable, 
under  the  actuarial  cost  method  in  use,  to  years  before 
the  date  of  a  particular  actuarial  valuation.  As  of  such 
date,  the  actuarial  liability  represents  the  excess  of  the 
present  value  of  the  future  benefits  and  administrative 
expenses  over  the  present  value  of  future  contributions, 
for  the  normal  cost  for  all  plan  participants  and 
beneficiaries.  The  excess  of  the  actuarial  liability  over 
the  value  of  the  assets  of  a  pension  plan  is  the  unfunded 
actuarial  liability. 

“Actuarial  valuation”  means  the  determination,  as  of 
a  specified  date,  of  the  normal  cost,  actuarial  liability, 
value  of  the  assets  of  a  pension  fund,  and  other  relevant 
values  for  the  pension  plan. 

“Allocate”  means  to  assign  an  item  of  cost,  or  a 
group  of  items  of  cost,  to  one  or  more  cost  objectives. 
This  term  includes  both  direct  assignment  of  cost  and 
the  reassignment  of  a  share  from  an  indirect  cost  pool. 

“Automatic  data  processing  equipment  (ADPE),”  as 
used  in  this  part  means: 

(a)  Digital  and  analog  computer  components  and  sys¬ 
tems,  irrespective  of  type  of  use,  size,  capacity,  or 
price; 

(b)  All  peripheral,  auxiliary,  and  accessorial  equip¬ 
ment  used  in  support  of  digital  and/or  analog  comput¬ 
ers,  either  cable  connected,  or  “self  standing,”  and 
whether  selected  or  acquired  with  the  computers  or 
separately; 

(c)  Punched  card  machines  (PCM)  and  systems  used 
in  conjunction  with  or  independently  of  digital  or 
analog  computers;  and 

(d)  Digital  and  analog  terminal  and  conversion 
equipment  that  is  acquired  solely  or  primarily  for  use 
with  a  system  which  employs  a  computer  or  punched 
card  machines. 

“Business  unit”  means  any  segment  of  an  organiza¬ 
tion,  or  an  entire  business  organization  which  is  not 
divided  into  segments. 

“Compensated  personal  absence”  means  any  absence 
from  work  for  reasons  such  as  illness,  vacation,  holi¬ 
days,  jury  duty,  military  training,  or  personal  activities 
for  which  an  employer  pays  compensation  directly  to 
an  employee  in  accordance  with  a  plan  or  custom  of 
the  employer. 

“Cost  input”  means  the  cost,  except  general  and  ad¬ 
ministrative  (G&A)  expenses,  which  for  contract  cost¬ 
ing  purposes  is  allocable  to  the  production  of  goods 
and  services  during  a  cost  accounting  period. 
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“Cost  objective,”  as  used  in  this  part  (other  than 
Subpart  31.6),  means  a  function,  organizational  subdivi¬ 
sion,  contract,  or  other  work  unit  for  which  cost  data 
are  desired  and  for  which  provision  is  made  to  accumu¬ 
late  and  measure  the  cost  of  processes,  products,  jobs, 
capitalized  projects,  etc. 

"Cost  of  capital  committed  to  facilities”  means  an 
imputed  cost  determined  by  applying  a  cost  of  money 
rate  to  facilities  capital. 

“Deferred  compensation”  means  an  award  made  by 
an  employer  to  compensate  an  employee  in  a  future 
cost  accounting  period  or  periods  foi'  services  rendered 
in  one  or  more  cost  accounting  periods  before  the  date 
of  the  receipt  of  compensation  by  the  employee.  This 
definition  shall  not  include  the  amount  of  year  end 
accruals  for  salaries,  wages,  or  bonuses  that  are  to  be 
paid  within  a  reasonable  period  of  time  after  the  end  of 
a  cost  accounting  period. 

“Defined-benefit  pension  plan”  means  a  pension  plan 
in  which  the  benefits  to  be  paid,  or  the  basis  for  deter¬ 
mining  such  benefits,  are  established  in  advance  and  the 
contributions  are  intended  to  provide  the  stated  bene¬ 
fits. 

“Defined-contribution  pension  plan”  means  a  pension 
plan  in  which  the  contributions  to  be  made  are  estab¬ 
lished  in  advance  and  the  benefits  are  determined  there¬ 
by. 

“Directly  associated  cost”  means  any  cost  which  is 
generated  solely  as  a  result  of  the  incurrence  of  another 
cost,  and  which  would  not  have  been  incurred  had  the 
other  cost  not  been  incurred. 

“Estimating  costs”  means  the  process  of  forecasting  a 
future  result  in  terms  of  cost,  based  upon  information 
available  at  the  time. 

“Expressly  unallowable  cost”  means  a  particular  item 
or  type  of  cost  which,  under  the  express  provisions  of 
an  applicable  law,  regulation,  or  contract,  is  specifically 
named  and  stated  to  be  unallowable. 

“Facilities  capital”  means  the  net  book  value  of  tan¬ 
gible  capital  assets  and  of  those  intangible  capital  assets 
that  are  subject  to  amortization. 

“Final  cost  objective,”  as  used  in  this  part  (other 
than  Subparts  31.3  and  31.6),  means  a  cost  objective 
that  has  allocated  to  it  both  direct  and  indirect  costs 
and,  in  the  contractor’s  accumulation  system,  is  one  of 
the  final  accumulation  points. 

“Fiscal  year”  as  used  in  this  part,  means  the  account¬ 
ing  period  for  which  annual  financial  statements  are 
regularly  prepared,  generally  a  period  of  12  months,  32 
weeks,  or  53  weeks. 

“General  and  administrative  (G&A)  expense”  means 
any  management,  financial,  and  other  expense  which  is 
incurred  by  or  allocated  to  a  business  unit  and  which  is 
for  the  general  management  and  administration  of  the 
business  unit  as  a  whole.  G&A  expense  does  not  in¬ 
clude  those  management  expenses  whose  beneficial  or 
causal  relationship  to  cost  objectives  can  be  more  di¬ 
rectly  measured  by  a  base  other  than  a  cost  input  base 


representing  the  total  activity  of  a  business  unit  during 
a  cost  accounting  period. 

“Home  office”  means  an  office  responsible  for  direct: 
ing  or  managing  two  or  more,  but  not  necessarily  all, 
segments  of  an  organization.  It  typically  establishes 
policy  for,  and  provides  guidance  to,  the  segments  in 
their  operations.  It  usually  performs  management,  su¬ 
pervisory,  or  administrative  functions,  and  may  also 
perform  service  functions  in  support  of  the  operations 
of  the  various  segments.  An  organization  which  has 
intermediate  levels,  such  as  groups,  may  have  several 
home  offices  which  report  to  a  common  home  office. 
An  intermediate  organization  may  be  both  a  segment 
and  a  home  office. 

“Immediate-gain  actuarial  cost  method”  means  any 
of  the  several  actuarial  cost  methods  under  which  actu¬ 
arial  gains  and  losses  are  included  as  part  of  the  un¬ 
funded  actuarial  liability  of  the  pension  plan,  rather 
than  as  part  of  the  normal  cost  of  the  plan. 

“Independent  research  and  development  (1R&D) 
cost”  means  the  cost  of  effort  which  is  neither  spon¬ 
sored  by  a  grant,  nor  required  in  performing  a  con¬ 
tract,  and  which  falls  within  any  of  the  following  four 
areas:  (a)  basic  research,  (b)  applied  research,  (c)  devel¬ 
opment,  and  (d)  systems  and  other  concept  formulation 
studies. 

“Indirect  cost  pools,”  as  used  in  this  part  (other  than 
Subparts  31.3  and  31.6),  means  groupings  of  incurred 
costs  identified  with  two  or  more  cost  objectives  but 
not  identified  specifically  with  any  final  cost  objective. 

“Insurance  administration  expenses”  means  the  con¬ 
tractor’s  costs  of  administering  an  insurance  program; 
e.g.,  the  costs  of  operating  an  insurance  or  risk-manage¬ 
ment  department,  processing  claims,  actuarial  fees,  and 
service  fees  paid  to  insurance  companies,  trustees,  or 
technical  consultants. 

“Intangible  capital  asset”  means  an  asset  that  has  no 
physical  substance,  has  more  than  minimal  value,  and  is 
expected  to  be  held  by  an  enterprise  for  continued  use 
or  possession  beyond  the  current  accounting  period  for 
the  benefits  it  yields. 

“Labor  cost  at  standard”  means  a  preestablished 
measure  of  the  labor  element  of  cost,  computed  by 
multiplying  labor-rate  standard  by  labor-time  standard. 

“Labor-rate  standard”  means  a  preestablished  meas¬ 
ure,  expressed  in  monetary  terms,  of  the  price  of  labor. 

“Labor-time  standard”  means  a  preestablished  meas¬ 
ure,  expressed  in  temporal  terms,  of  the  quantity  of 
labor. 

“Material  cost  at  standard”  means  a  preestablished 
measure  of  the  material  elements  of  cost,  computed  by 
multiplying  material-price  standard  by  material-quantity 
standard.  , 

“Material-price  standard”  means  a  preestablished 
measure,  expressed  in  monetary  terms,  of  the  price  of 
material. 


31-2 


D-38 


FAC  84-26  JULY  30, 1987 

PART  31— CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 


elude  contracts  for  vessels,  aircraft,  or  other  kinds  of 
personal  property. 

(b)  Except  as  otherwise  provided  in  (d)  below,  the 
cost  principles  and  procedures  in  Subpart  31.2  shall  be 
used  in  the  pricing  of  contracts  and  contract  modifica¬ 
tions  in  this  category  if  cost  analysis  is  performed  as 
required  by  15.805-3. 

(c)  In  addition,  the  contracting  officer  shall  incorpo¬ 
rate  the  cost  principles  and  procedures  in  Subpart  31.2 
(as  modified  by  (d)  below)  by  reference  in  contracts  in 
this  category  as  the  basis  for — 

(1)  Determining  reimbursable  costs  under  cost-re¬ 
imbursement  contracts,  including  cost-reimbursement 
subcontracts  thereunder; 

(2)  Negotiating  indirect  cost  rates; 

(3)  Proposing,  negotiating,  or  determining  costs 
under  terminated  contracts; 

(4)  Price  revision  of  fixed-price  incentive  con¬ 
tracts;  and 

(5)  Pricing  changes  and  other  contract  modifica¬ 
tions. 

(d)  Except  as  otherwise  provided  in  this  paragraph 
(d),  the  allowability  of  costs  for  construction  and  archi¬ 
tect-engineer  contracts  shall  be  determined  in  accord¬ 
ance  with  Subpart  31.2. 

(1)  Because  of  widely  varying  factors  such  as  the 
nature,  size,  duration,  and  location  of  the  construc¬ 
tion  project,  advance  agreements  as  set  forth  in 
31.109,  for  such  items  as  home  office  overhead,  part¬ 
ners’  compensation,  employment  of  consultants,  and 
equipment  usage  costs,  are  particularly  important  in 
construction  and  architect-engineer  contracts.  When 
appropriate  they  serve  to  express  the  parties’  under¬ 
standing  and  avoid  possible  subsequent  disputes  or 
disallowances. 

(2)  “Construction  equipment,”  as  used  in  this  sec¬ 
tion,  means  equipment  (including  marine  equipment) 
in  sound  workable  condition,  either  owned  or  con¬ 
trolled  by  the  contractor  or  the  subcontractor  at  any 
tier,  or  obtained  from  a  commercial  rental  source, 
and  furnished  for  use  under  Government  contracts. 

(i)  Allowable  ownership  and  operating  costs 

shall  be  determined  as  follows: 

(A)  Actual  cost  data  shall  be  used  when  such 
data  can  be  determined  for  both  ownership  and 
operations  costs  for  each  piece  of  equipment,  or 
groups  of  similar  serial  or  series  equipment,  from 
the  contractor’s  accounting  records.  When  such 
costs  cannot  be  so  determined,  the  contracting 
agency  may  specify  the  use  of  a  particular  sched¬ 
ule  of  predetermined  rates  or  any  part  thereof  to 
determine  ownership  and  operating  costs  of  con¬ 
struction  equipment  (see  subdivisions  (d)(2)(i)(B) 
and  (C)  of  this  section).  However,  costs  otherwise 
unallowable  under  this  part  shall  not  become  al¬ 
lowable  through  the  use  of  any  schedule  (see 
31.109(c)).  For  example,  schedules  need  to  be  ad¬ 
justed  for  Government  contract  costing  purposes 
if  they  are  based  on  replacement  cost,  include  un¬ 
allowable  interest  costs,  or  use  improper  cost  of 


money  rates  or  computations.  Contracting  offi¬ 
cers  should  review  the  computations  and  factors 
included  within  the  specified  schedule  and  ensure 
that  unallowable  or  unacceptably  computed  fac¬ 
tors  are  not  allowed  in  cost  submissions. 

(B)  Predetermined  schedules  of  construction 
equipment  use  rates  (e.g.,  the  Construction  Equip¬ 
ment  Ownership  and  Operating  Expense  Schedule 
published  by  the  U.S.  Army  Corps  of  Engineers, 
industry  sponsored  construction  equipment  cost 
guides,  or  commercially  published  schedules  of 
construction  equipment  use  cost)  provide  average 
ownership  and  operating  rates  for  construction 
equipment.  The  allowance  for  operating  costs  may 
include  costs  for  such  items  as  fuel,  filters,  oil,  and 
grease;  servicing,  repairs,  and  maintenance;  and 
tire  wear  and  repair.  Costs  of  labor,  mobilization, 
demobilization,  overhead,  and  profit  are  generally 
not  reflected  in  schedules,  and  separate  considera¬ 
tion  may  be  necessary. 

(C)  When  a  schedule  of  predetermined  use 
rates  for  construction  equipment  is  used  to  de¬ 
termine  direct  costs,  all  costs  of  equipment  that 
are  included  in  the  cost  allowances  provided  by 
the  schedule  shall  be  identified  and  eliminated 
from  the  contractor’s  other  direct  and  indirect 
costs  charged  to  the  contract.  If  the  contractor’s 
accounting  system  provides  for  site  or  home 
office  overhead  allocations,  all  costs  which  are 
included  in  the  equipment  allowances  may  need 
to  be  included  in  any  cost  input  base  before 
computing  the  contractor’s  overhead  rate.  In  pe¬ 
riods  of  suspension  of  work  pursuant  to  a  con¬ 
tract  clause,  the  allowance  for  equipment  owner¬ 
ship  shall  not  exceed  an  amount  for  standby  cost 
as  determined  by  the  schedule  or  contract  provi¬ 
sion. 

(ii)  Reasonable  costs  of  renting  construction 
equipment  are  allowable  (but  see  paragraph  (C) 
below). 

(A)  Costs,  such  as  maintenance  and  minor  or 
running  repairs  incident  to  operating  such  rented 
equipment,  that  are  not  included  in  the  rental 
rate  are  allowable. 

(B)  Costs  incident  to  major  repair  and  over¬ 
haul  of  rental  equipment  are  unallowable. 

(C)  The  allowability  of  charges  for  construc¬ 
tion  equipment  rented  from  any  division,  subsidi¬ 
ary,  or  organization  under  common  control,  will 
be  determined  in  accordance  with  31.205- 
36(b)(3). 

(3)  Costs  incurred  at  the  job  site  incident  to  per¬ 
forming  the  work,  such  as  the  cost  of  superintend¬ 
ence,  timekeeping  and  clerical  work,  engineering, 
utility  costs,  supplies,  material  handling,  restoration 
and  cleanup,  etc.,  are  allowable  as  direct  or  indirect 
costs,  provided  the  accounting  practice  used  is  in 
accordance  with  the  contractor’s  established  and 
consistently  followed  cost  accounting  practices  for 
all  work. 
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(4)  Rental  and  any  other  costs,  less  any  applicable 
credits  incurred  in  acquiring  the  temporary  use  of 
land,  structures,  and  facilities  are  allowable.  Costs, 
less  any  applicable  credits,  incurred  in  constructing 
or  fabricating  structures  and  facilities  of  a  temporary 
nature  are  allowable. 

31.106  Faculties  contracts. 

31.106- 1  AppUcable  cost  principles. 

The  cost  principles  and  procedures  applicable  to  the 
evaluation  and  determination  of  costs  under  facilities 
contracts  (as  defined  in  43.301),  and  subcontracts  there¬ 
under,  wUl  be  governed  by  the  type  of  entity  to  which 
a  facilities  contract  is  awarded.  Except  as  otherwise 
provided  in  31.106-2  below,  Subpart  31.2  applies  to 
facilities  contracts  awarded  to  commercial  organiza¬ 
tions;  Subpart  31.3  applies  to  facilities  contracts  award¬ 
ed  to  educational  institutions;  and  31.103  applies  to 
facilities  contracts  awarded  to  construction  contractors. 
Whichever  cost  principles  are  appropriate  will  be  used 
in  the  pricing  of  facilities  contracts  and  contract  modi¬ 
fications  if  cost  analysis  is  performed  as  required  by 
13.803-3.  In  addition,  the  contracting  officer  shall  in¬ 
corporate  the  cost  principles  and  procedures  appropri¬ 
ate  in  the  circumstances  (e.g.,  Subpart  31.2;  Subpart 
31.3;  or  31.105)  by  reference  in  facilities  contracts  as 
the  basis  for— 

(a)  Determining  reimbursable  costs  under  facilities 
contracts,  including  cost-reimbursement  subcontracts 
thereunder; 

(b)  Negotiating  indirect  cost  rates;  and 

(c)  Determining  costs  of  terminated  contracts  when 
the  contractor  elects  to  “voucher  out”  costs  (see  Sub- 
part  49.3),  and  for  settlement  by  determination  (see 
49.109-7). 

31.106- 2  Exceptions  to  general  rules  on  allowability 
and  allocability. 

(a)  A  contractor’s  established  accounting  system  and 
procedures  are  normally  directed  to  the  equitable  allo¬ 
cation  of  costs  to  the  types  of  products  which  the 
contractor  produces  or  services  rendered  in  the  course 
of  normal  operating  activities.  The  acquisition  of,  or 
work  on,  facilities  for  the  Government  normally  does 
not  involve  the  manufacturing  processes,  plant  depart¬ 
mental  operations,  cost  patterns  of  work,  administrative 
and  managerial  control,  or  clerical  effort  usual  to  pro¬ 
duction  of  the  contractor’s  normal  products  or  services. 

(b)  Advance  agreements  (see  31.109)  should  be  made 
between  the  contractor  and  the  contracting  officer  as 
to  indirect  cost  items  to  be  applied  to  the  facilities 
acquisition.  A  contractor’s  normal  accounting  practice 
for  allocating  indirect  costs  to  the  acquisition  of  con¬ 
tractor  facilities  may  range  from  charging  all  these 
costs  to  this  acquisition  to  not  charging  any.  When 
necessary  to  produce  an  equitable  result,  the  contrac¬ 
tor’s  usual  method  of  allocating  indirect  cost  shall  be 
varied,  and  appropriate  adjustment  shall  be  made  to  the 
pools  of  indirect  cost  and  the  bases  of  their  distribution. 


(c)  The  purchase  of  completed  facilities  (or  services 
in  connection  with  the  facilities)  from  outside  sources 
does  not  involve  the  contractor’s  direct  labor  or  indi¬ 
rect  plant  maintenance  personnel.  Accordingly,  indirect 
manufacturing  and  plant  overhead  costs,  which  are  pri¬ 
marily  incurred  or  generated  by  reason  of  direct  labor 
or  maintenance  labor  operations,  are  not  allocable  to 
the  acquisition  of  such  facilities. 

(d)  Contracts  providing  for  the  installation  of  new 
facilities  or  the  rehabilitation  of  existing  facilities  may 
involve  the  use  of  the  contractor’s  plant  maintenance 
labor,  as  distinguished  from  direct  labor  engaged  in  the 
production  of  the  company’s  normal  products.  In  such 
instances,  only  those  types  of  indirect  manufacturing 
and  plant  operating  costs  that  are  related  to  or  incurred 
by  reason  of  the  expenditures  of  the  classes  of  labor 
used  for  the  performance  of  the  facilities  work  may  be 
allocated  to  the  facilities  contract.  Thus,  a  facilities 
contract  which  involves  the  use  of  plant  maintenance 
labor  only  would  not  be  subject  to  an  allocation  of 
such  cost  items  as  direct  productive  labor  supervision, 
deoreciation,  and  maintenance  expense  applicable  to 
productive  machinery  and  equipment,  or  raw  material 
and  finished  goods  storage  costs. 

(e)  Where  a  facilities  contract  calls  for  the  construc¬ 
tion,  production,  or  rehabilitation  of  equipment  or 
other  items  that  are  involved  in  the  regular  course  of 
the  contractor’s  business  by  the  use  of  the  contractor’s 
direct  labor  and  manufacturing  processes,  the  indirect 
costs  normally  allocated  to  all  that  work  may  be  allo¬ 
cated  to  the  facilities  contract. 

31.106-3  Contractor’s  commercial  products. 

If  facilities  constituting  the  contractor’s  usual  com¬ 
mercial  products  (or  only  minor  modifications  thereof) 
are  acquired  by  the  Government  under  the  contract, 
the  Government  shall  not  pay  any  amount  in  excess  of 
the  contractor’s  most  favored  customer  price  or  the 
price  of  other  suppliers  for  like  quantities  of  the  same 
or  substantially  the  same  items,  whichever  is  lower. 

31.107  Contracts  with  State  and  local  governments. 

(a)  Subpart  31.6  provides  principles  and  standards  for 
determining  costs  applicable  to  contracts  with  State 
and  local  governments.  They  provide  the  basis  for  a 
uniform  approach  to  the  problem  of  determining  costs 
and  to  promote  efficiency  and  better  relationships  be¬ 
tween  State  and  local  and  Federal  Government  entities. 
They  apply  to  all  programs  that  involve  contracts  with 
State  and  local  governments,  except  contracts  with — 

(1)  Publicly  financed  educational  institutions  sub¬ 
ject  to  Subpart  31.3;  or 

(2)  Publicly  owned  hospitals  and  other  providers 
of  medical  care  subject  to  requirements  promulgated 
by  the  sponsoring  Government  agencies. 

(b)  The  Office  of  Management  and  Budget  will  ap¬ 
prove  any  other  exceptions  in  particular  cases  when 
adequate  justification  is  presented. 
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31.108  Contracts  with  nonprofit  organizations.  it  organizations  other  than  educational  institutions, 

Subpart  31.7  provides  principles  and  standards  for  State  and  local  governments,  and  those  nonprofit  orga- 

determining  costs  applicable  to  contracts  with  nonprof-  nizations  exempted  under  OMB  Circular  No.  A- 122. 


(The  next  page  is  31-7.) 
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31.109  Advance  agreements. 

(a)  The  extent  of  allowability  of  the  costs  covered  in 
this  part  applies  broadly  to  many  accounting  systems  in 
varying  contract  situations.  Thus,  the  reasonableness 
and  allocability  of  certain  costs  may  be  difficult  to 
determine,  particularly  for  firms  or  their  divisions  that 
may  not  be  under  effective  competitive  restraints.  To 
avoid  possible  subsequent  disallowance  or  dispute 
based  on  unreasonableness  or  nonallocability,  contract¬ 
ing  officers  and  contractors  should  seek  advance  agree¬ 
ment  on  the  treatment  of  special  or  unusual  costs. 
However,  an  advance  agreement  is  not  an  absolute 
requirement  and  the  absence  of  an  advance  agreement 
on  any  cost  will  not,  in  itself,  affect  the  reasonableness 
or  allocability  of  that  cost. 

(b)  Advance  agreements  may  be  negotiated  either 
before  or  during  a  contract  but  should  be  negotiated 
before  incurrence  of  the  costs  involved.  The  agree¬ 
ments  must  be  in  writing,  executed  by  both  contracting 
parties,  and  incorporated  into  applicable  current  and 
future  contracts.  An  advance  agreement  shall  contain  a 
statement  of  its  applicability  and  duration. 

(c)  The  contracting  officer  is  not  authorized  by  this 
31.109  to  agree  to  a  treatment  of  costs  inconsistent  with 
this  part.  For  example,  an  advance  agreement  may  not 
provide  that,  notwithstanding  31.205-20,  interest  is  al¬ 
lowable. 

(d)  Advance  agreements  may  be  negotiated  with  a 
particular  contractor  for  a  single  contract,  a  group  of 
contracts,  or  all  the  contracts  of  a  contracting  office, 
an  agency,  oi  several  agencies. 

(e)  The  cognizant  administrative  contracting  officer 
(ACO),  or  other  contracting  officer  established  in  Part 
42,  shall  negotiate  advance  agreements  except  that  an 
advance  agreement  affecting  only  one  contract,  or  class 
of  contracts  from  a  single  contracting  office,  shall  be 
negotiated  by  a  contracting  officer  in  the  contracting 
office,  or  an  ACO  when  delegated  by  the  contracting 
officer.  When  the  negotiation  authority  is  delegated, 
the  ACO  shall  coordinate  the  proposed  agreement  with 
the  contracting  officer  before  executing  the  advance 
agreement. 

(0  Before  negotiating  an  advance  agreement,  the 
Government  negotiator  shall — 

(1)  Determine  if  other  contracting  offices  inside 
the  agency  or  in  other  agencies  have  a  significant 
unliquidated  dollar  balance  in  contracts  with  the 
same  contractor; 

(2)  Inform  any  such  office  or  agency  of  the  mat¬ 
ters  under  consideration  for  negotiation;  and 

(3)  As  appropriate,  invite  the  office  or  agency  and 
the  cognizant  audit  agency  to  participate  in  prenego¬ 
tiation  discussions  and/or  in  the  subsequent  negotia¬ 
tions. 

(g)  Upon  completion  of  the  negotiation,  the  sponsor 
shall  prepare  and  distribute  to  other  interested  agencies 
and  offices,  including  the  audit  agency,  copies  of  the 
executed  agreement  and  a  memorandum  providing  the 
information  specified  in  15.808,  Price  negotiation 


memorandum,  as  applicable. 

(h)  Examples  of  costs  for  which  advance  agreements 
may  be  particularly  important  are — 

(1)  Compensation  for  personal  services,  including 
but  not  limited  to  allowances  for  off-site  pay,  incen¬ 
tive  pay,  location  allowances,  hardship  pay,  and  cost 
of  living  differential; 

(2)  Use  charges  for  fully  depreciated  assets; 

(3)  Deferred  maintenance  costs; 

(4)  Precontract  costs; 

(5)  Independent  research  and  development  and  bid 
and  proposal  costs; 

(6)  Royalties  and  other  costs  for  use  of  patents; 

(7)  Selling  and  distribution  costs; 

(8)  Travel  and  relocation  costs,  as  related  to  special 
or  mass  personnel  movements,  as  related  to  travel  via 
contractor-owned,  -leased,  or  -chartered  aircraft;  or  as 
related  to  maximum  per  diem  rates; 

(9)  Costs  of  idle  facilities  and  idle  capacity; 

(10)  Costs  of  automatic  data  processing  equipment; 

(11)  Severance  pay  to  employees  on  support  serv¬ 
ice  contracts; 

(12)  Plant  reconversion; 

(13)  Professional  services  (e.g.,  legal,  accounting, 
and  engineering); 

(14)  General  and  administrative  costs  (e.g.,  corpo¬ 
rate,  division,  or  branch  allocations)  attributable  to 
the  general  management,  supervision,  and  conduct  of 
the  contractor’s  business  as  a  whole.  These  costs  are 
particularly  significant  in  construction,  job-site,  ar¬ 
chitect-engineer,  facilities,  and  Government-owned 
contractor  operated  (GOCO)  plant  contracts  (see 
31.203(0); 

(15)  Costs  of  construction  plant  and  equipment 
(see  31.105(d)); 

(16)  Costs  of  public  relations  and  advertising;  and 

(17)  Training  and  education  costs  (see  31.205- 
44(h)). 

SUBPART  31.2— CONTRACTS  WITH 
COMMERCIAL  ORGANIZATIONS 
31.201  General. 

31.201- 1  Composition  of  total  cost. 

The  total  cost  of  a  contract  is  the  sum  of  the  allow¬ 
able  direct  and  indirect  costs  allocable  to  the  contract, 
incurred  or  to  be  incurred,  less  any  allocable  credits, 
plus  any  allocable  cost  of  money  pursuant  to  31.205-10. 
In  ascertaining  what  constitutes  a  cost,  any  generally 
accepted  method  of  determining  or  estimating  costs 
that  is  equitable  and  is  consistently  applied  may  be 
used,  including  standard  costs  properly  adjusted  for 
applicable  variances.  See  3 1.201 -2(b)  and  (c)  for  Cost 
Accounting  Standards  (CAS)  requirements. 

31.201- 2  Determining  allowability. 

(a)  The  factors  to  be  considered  in  determining 
whether  a  cost  is  allowable  include  the  following: 

(1)  Reasonableness. 

(2)  Allocability. 

(3)  Standards  promulgated  by  the  CAS  Board,  if 
applicable;  otherwise,  generally  accepted  accounting 
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principles  and  practices  appropriate  to  the  particular 
circumstances. 

(4)  Terms  of  the  contract. 

(5)  Any  limitations  set  forth  in  this  subpart. 

(b)  Certain  cost  principles  in  this  subpart  incorporate 
the  measurement,  assignment,  and  allocabiiity  rules  of 
selected  CAS  and  limit  the  allowability  of  costs  to  the 
amounts  determined  using  the  criteria  in  those  selected 
standards.  Only  those  CAS  or  portions  of  standards 
specifically  made  applicable  by  the  cost  principles  in 
this  subpart  are  mandatory  unless  the  contract  is  CAS- 
covered  (see  Part  30).  Business  units  that  are  not  other¬ 
wise  subject  to  these  standards  under  a  CAS  clause  are 
subject  to  the  selected  standards  only  for  the  purpose 
of  determining  allowability  of  costs  on  Government 
contracts.  Including  the  selected  standards  in  the  cost 
principles  does  not  subject  the  business  unit  to  any 
other  CAS  rules  and  regulations.  The  applicability  of 
the  CAS  rules  and  regulations  is  determined  by  the 
CAS  clause,  if  any,  in  the  contract  and  the  require¬ 
ments  of  the  standards  themselves. 

(c)  When  contractor  accounting  practices  are  incon¬ 
sistent  with  this  Subpart  31.2,  costs  resulting  from  such 
inconsistent  practices  shall  not  be  allowed  in  excess  of 
the  amount  that  would  have  resulted  from  using  prac¬ 
tices  consistent  with  this  subpart. 

3001-3  Determining  reasonableness. 

(a)  A  cost  is  reasonable  if,  in  its  nature  and  amount, 
it  does  not  exceed  that  which  would  be  incurred  by  a  pru- 
dens  person  in  the  conduct  of  competitive  business.  Rea¬ 
sonableness  of  specific  costs  must  be  examined  with  par¬ 
ticular  care  in  connection  with  firms  or  their  separate  di¬ 
visions  that  may  not  be  subject  to  effective  competitive 
restraints.  No  presumption  of  reasonableness  shall  be  at¬ 
tached  to  the  incurrence  of  costs  by  a  contractor.  If  an 
initial  review  of  the  facts  results  in  a  challenge  of  a  spe¬ 
cific  cost  by  the  contracting  officer  or  the  contracting  of¬ 
ficer’s  representative,  the  burden  of  proof  shall  be  upon 
the  contractor  to  establish  that  such  cost  is  reasonable. 

(b)  What  is  reasonable  depends  upon  a  variety  of 
considerations  and  circumstances,  including— 

(1)  Whether  it  is  the  type  of  cost  generally  recog¬ 
nized  as  ordinary  and  necessary  for  the  conduct  of  the 
contractor’s  business  or  the  contract  performance; 

(2)  Generally  accepted  sound  business  practices, 
arm’s  length  bargaining,  and  Federal  and  State  laws 
and  regulations; 

(3)  The  contractor’s  responsibilities  to  the  Govern¬ 
ment,  other  customers,  the  owners  of  the  business,  em¬ 
ployees,  and  the  public  at  large;  and 

(4)  Any  significant  deviations  from  the  contrac¬ 
tor’s  established  practices. 

3001-4  Determining  allocabiiity. 

A  cost  is  allocable  if  it  is  assignable  or  chargeable  to 
one  or  more  cost  objectives  on  the  basis  of  relative 
benefits  received  or  other  equitable  relationship.  Sub¬ 
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ject  to  the  foregoing,  a  cost  is  allocable  to  a  Govern¬ 
ment  contract  if  it — 

(a)  Is  incurred  specifically  for  the  contract; 

(b)  Benefits  both  the  contract  and  other  work,  and 
can  be  distributed  to  them  in  reasonable  proportion  to 
the  benefits  received;  or 

(c)  Is  necessary  to  the  overall  operation  of  the  busi¬ 
ness,  although  a  direct  relationship  to  any  particular 
cost  objective  cannot  be  shown. 

31.201- 5  Credits. 

The  applicable  portion  of  any  income,  rebate,  allow¬ 
ance,  or  other  credit  relating  to  any  allowable  cost  and 
received  by  or  accruing  to  the  contractor  shall  be  cred¬ 
ited  to  the  Government  either  as  a  cost  reduction  or  by 
cash  refund. 

31.201- 6  Accounting  for  unallowable  costs. 

(a)  Costs  that  are  expressly  unallowable  or  mutually 
agreed  to  be  unallowable,  including  mutually  agreed  to 
be  unallowable  directly  associated  costs,  shall  be  identi¬ 
fied  and  excluded  from  any  billing,  claim,  or  proposal 
applicable  to  a  Government  contract.  A  directly  associ¬ 
ated  cost  is  any  cost  which  is  generated  solely  as  a 
result  of  incurring  another  cost,  and  which  would  not 
have  been  incurred  had  the  other  cost  not  been  in¬ 
curred.  When  an  unallowable  cost  is  incurred,  its  di¬ 
rectly  associated  costs  are  also  unallowable. 

(b)  Costs  which  specifically  become  designated  as 
unallowable  or  as  unallowable  directly  associated  costs 
of  unallowable  costs  as  a  result  of  a  written  decision 
furnished  by  a  contracting  officer  shall  be  identified  if 
included  in  or  used  in  computing  any  billing,  claim,  or 
proposal  applicable  to  a  Government  contract.  This 
identification  requirement  applies  also  to  any  costs  in¬ 
curred  for  the  same  purpose  under  like  circumstances 
as  the  costs  specifically  identified  as  unallowable  under 
either  this  paragraph  or  paragraph  (a)  above. 

(c)  The  detail  and  depth  of  records  required  as 
backup  support  for  proposals,  billings,  or  claims  shall 
be  that  which  is  adequate  to  establish  and  maintain 
visibility  of  identified  unallowable  costs,  including  di¬ 
rectly  associated  costs.  Unallowable  costs  involved  in 
determining  rates  used  for  standard  costs,  or  for  indi¬ 
rect  cost  proposals  or  billing,  need  be  identified  only  at 
the  time  rates  are  proposed,  established,  revised,  or 
adjusted.  These  requirements  may  be  satisfied  by  any 
form  of  cost  identification  which  is  adequate  for  pur¬ 
poses  of  contract  cost  determination  and  verification. 

(d)  If  a  directly  associated  cost  is  included  in  a  cost 
pool  which  is  allocated  over  a  base  that  includes  the 
unallowable  cost  with  which  it  is  associated,  the  direct¬ 
ly  associated  cost  shall  remain  in  the  cost  pool.  Since 
the  unallowable  costs  will  attract  their  allocable  share 
of  costs  from  the  cost  pool,  no  further  action  is  re¬ 
quired  to  assure  disallowance  of  the  directly  associated 
costs.  In  all  other  cases,  the  directly  associated  costs,  if 
material  in  amount,  must  be  purged  from  the  cost  pool 
as  unallowable  costs. 
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(e)  (1)  In  determining  the  materiality  of  a  directly 
|  associated  cost,  consideration  should  be  given  to  the 
significance  of  (i)  the  actual  dollar  amount,  (ii)  the 
cumulative  effect  of  all  directly  associated  costs  in  a 
cost  pool,  or  (iii)  the  ultimate  effect  on  the  cost  of 
Government  contracts. 

(2)  Salary  expenses  of  employees  who  participate 
in  activities  that  generate  unallowable  costs  shall  be 
treated  as  directly  associated  costs  to  the  extent  of 
the  time  spent  on  the  proscribed  activity,  provided 
the  costs  are  material  in  accordance  with  subpara¬ 
graph  (eXO  above  (except  when  such  salary  ex¬ 
penses  are,  themselves,  unallowable).  The  time  spent 
in  proscribed  activities  should  be  compared  to  total 
time  spent  on  company  activities  to  determine  if  the 
costs  are  material.  Time  spent  by  employees  outside 
the  normal  working  hours  should  not  be  considered 
except  when  it  is  evident  that  an  employee  engages 
so  frequently  in  company  activities  during  periods 
outside  normal  working  hours  as  to  indicate  that 
such  activities  are  a  part  of  the  employee’s  regular 
duties. 

(3)  When  a  selected  item  of  cost  under  31.203 
provides  that  directly  associated  costs  be  unallowa¬ 
ble,  it  is  intended  that  such  directly  associated  costs 
be  unallowable  only  if  determined  to  be  material  in 
amount  in  accordance  with  the  criteria  provided  in 
subparagraphs  (eXl)  and  (eX2)  above,  except  in  those 
situations  where  allowance  of  any  of  the  directly 
associated  costs  involved  would  be  considered  to  be 
contrary  to  public  policy. 

31.201-7  Construction  and  architect-engineer  contracts. 

Specific  principles  and  procedures  for  evaluating  and 
determining  costs  in  connection  with  contracts  and  sub¬ 
contracts  for  construction,  and  architect-engineer  con¬ 
tracts  related  to  construction  projects,  are  in  31.103. 
The  applicability  of  these  principles  and  procedures  is 
set  forth  in  31.000  and  31.100. 

31.202  Direct  costs. 

(a)  A  direct  cost  is  any  cost  that  can  be  identified 
specifically  with  a  particular  final  cost  objective.  No 
final  cost  objective  shall  have  allocated  to  it  as  a  direct 
cost  any  cost,  if  other  costs  incurred  for  the  same 
purpose  in  like  circumstances  have  been  included  in 
any  indirect  cost  pool  to  be  allocated  to  that  or  any 
other  final  cost  objective.  Costs  identified  specifically 
with  the  contract  are  direct  costs  of  the  contract  and 
are  to  be  charged  directly  to  the  contract.  All  costs 
specifically  identified  with  other  final  cost  objectives  of 
the  contractor  are  direct  costs  of  those  cost  objectives 
and  are  not  to  be  charged  to  the  contract  directly  or 
indirectly. 

(b)  For  reasons  of  practicality,  any  direct  cost  of 
minor  dollar  amount  may  be  treated  as  an  indirect  cost 
if  the  accounting  treatment— 

(1)  Is  consistently  applied  to  all  final  cost  objec¬ 
tives;  and 


(2)  Produces  substantially  the  same  results  as  treat¬ 
ing  the  cost  as  a  direct  cost. 

31.203  Indirect  costs. 

(a)  An  indirect  cost  is  any  cost  not  directly  identified 
with  a  single,  final  cost  objective,  but  identified  with 
two  or  more  final  cost  objectives  or  an  intermediate 
cost  objective.  It  is  not  subject  to  treatment  as  a  direct 
cost.  After  direct  costs  have  been  determined  and 
charged  directly  to  the  contract  or  other  work,  indirect 
costs  are  those  remaining  to  be  allocated  to  the  several 
cost  objectives.  An  indirect  cost  shall  not  be  allocated 
to  a  final  cost  objective  if  other  costs  incurred  for  the 
same  purpose  in  like  circumstances  have  been  included 
as  a  direct  cost  of  that  or  any  other  final  cost  objective. 

(b)  Indirect  costs  shall  be  accumulated  by  logical 
cost  groupings  with  due  consideration  of  the  reasons 
for  incurring  such  costs.  Each  grouping  should  be  de¬ 
termined  so  as  to  permit  distribution  of  the  grouping  on 
the  basis  of  the  benefits  accruing  to  the  several  cost 
objectives.  Commonly,  manufacturing  overhead,  selling 
expenses,  and  general  and  administrative  (GAA)  ex¬ 
penses  are  separately  grouped.  Similarly,  the  particular 
case  may  require  subdivision  of  these  groupings,  e.g., 
building  occupancy  costs  might  be  separable  from 
those  of  personnel  administration  within  the  manufac¬ 
turing  overhead  group.  This  necessitates  selecting  a 
distribution  base  common  to  all  cost  objectives  to 
which  the  grouping  is  to  be  allocated.  The  base  should 
be  selected  so  as  to  permit  allocation  of  the  grouping 
on  the  basis  of  the  benefits  nccruing  to  the  several  cost 
objectives.  When  substantially  the  same  results  can  be 
achieved  through  less  precise  methods,  the  number  and 
composition  oi  cost  groupings  should  be  governed  by 
practical  considerations  and  should  not  unduly  compli¬ 
cate  the  allocation. 

(c)  Once  an  appropriate  base  for  distributing  indirect 
costs  has  been  accepted,  it  shall  not  be  fragmented  by 
removing  individual  elements.  All  items  properly  in¬ 
cludable  in  an  indirect  cost  base  should  bear  a  pro  rata 
share  of  indirect  costs  irrespective  of  their  acceptance 
as  Government  contract  costs.  For  example,  when  a 
cost  input  base  is  used  for  the  distribution  of  G&A 
costs,  all  items  that  would  properly  be  part  of  the  cost 
input  base,  whether  allowable  or  unallowable,  shall  be 
included  in  the  base  and  bear  their  pro  rata  share  of 
G&A  costs. 

(d)  The  contractor’s  method  of  allocating  indirect 
costs  shall  be  in  accordance  with  standards  promulgat¬ 
ed  by  the  CAS  Board,  if  applicable  to  the  contract; 
otherwise,  the  method  shall  be  in  accordance  with  gen¬ 
erally  accepted  accounting  principles  which  are  con¬ 
sistently  applied.  The  method  may  require  examination 
when — 

(1)  Substantial  differences  occur  between  the  cost 
patterns  of  work  under  the  contract  and  the  contrac¬ 
tor’s  other  work; 
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(2)  Significant  changes  occur  in  the  nature  of  the 
business,  the  extent  of  subcontracting,  fixed-asset  im¬ 
provement  programs,  inventories,  the  volume  of  sales 
and  production,  manufacturing  processes,  the  con¬ 
tractor’s  products,  or  other  relevant  circumstances; 
or 

(3)  Indirect  cost  groupings  developed  for  a  con¬ 
tractor’s  primary  location  are  applied  to  offsite  loca¬ 
tions.  Separate  cost  groupings  for  costs  allocable  to 
offsite  locations  may  be  necessary  to  permit  equitable 
distribution  of  costs  on  the  basis  of  the  benefits  ac¬ 
cruing  to  the  several  cost  objectives. 

(e)  A  base  period  for  allocating  indirect  costs  is  the 
cost  accounting  period  during  which  such  costs  are 
incurred  and  accumulated  for  distribution  to  work  per¬ 
formed  in  that  period.  The  criteria  and  guidance  in 
CAS  406  for  selecting  the  cost  accounting  periods  to 
be  used  in  allocating  indirect  costs  are  incorporated 
herein  for  application  to  contracts  subject  to  full  CAS 
coverage.  For  contracts  subject  to  modified  CAS  cov¬ 
erage  and  for  non-CAS-covered  contracts,  the  base 
period  for  allocating  indirect  costs  will  normally  be  the 
contractor’s  fiscal  year.  But  a  shorter  period  may  be 
appropriate  (1)  for  contracts  in  which  performance  in¬ 
volves  only  a  minor  portion  of  the  fiscal  year  or  (2) 
when  it  is  general  practice  in  the  industry  to  use  a 
shorter  period.  When  a  contract  is  performed  over  an 
extended  period,  as  many  base  periods  shall  be  used  as 
are  required  to  represent  the  period  of  contract  per¬ 
formance. 

(0  Special  care  should  be  exercised  in  applying  the 
principles  of  paragraphs  (b),  (c),  and  (d)  above  when 
Government-owned  contractor-operated  (GOCO) 
plants  are  involved.  The  distribution  of  corporate,  divi¬ 
sion,  or  branch  office  G&A  expenses  to  such  plants 
operating  with  little  or  no  dependence  on  corporate 
administrative  activities  may  require  more  precise  cost 
groupings,  detailed  accounts  screening,  and  carefully 
developed  distribution  bases. 

31.204  Application  of  principles  and  procedures. 

(a)  Costs  shall  be  allowed  to  the  extent  they  are 
reasonable,  allocable,  and  determined  to  be  allowable 
under  31.201,  31.202,  31.203,  and  31.203.  These  criteria 
apply  to  all  of  the  selected  items  that  follow,  even  if 
particular  guidance  is  provided  for  certain  items  for 
emphasis  or  clarity. 

(b)  Costs  incurred  as  reimbursements  or  payments  to 
a  subcontractor  under  a  cost-reimbursement,  fixed-price 
incentive,  or  price  redeterminable  type  subcontract  of 
any  tier  above  the  first  firm-fixed-price  subcontract  or 
fixed-price  subcontract  with  economic  price  adjustment 
provisions  are  allowable  to  the  extent  that  allowance  is 
consistent  with  the  appropriate  subpart  of  this  Part  31 
applicable  to  the  subcontract  involved.  Costs  incurred 
as  payments  under  firm-fixed-price  subcontracts  or 
fixed-price  subcontracts  with  economic  price  adjust¬ 
ment  provisions  or  modifications  thereto,  when  cost 


analysis  was  performed  under  15. 805-3,  shall  be  allow¬ 
able  only  to  the  extent  that  the  price  was  negotiated  in 
accordance  with  31.102. 

(c)  Section  31.205  does  not  cover  every  element  of 
cost.  Failure  to  include  any  item  of  cost  does  not  imply 
that  it  is  either  allowable  or  unallowable.  The  determi¬ 
nation  of  allowability  shall  be  based  on  the  principles 
and  standards  in  this  subpart  and  the  treatment  of  simi¬ 
lar  or  related  selected  items. 

31.205  Selected  costs. 

31205-1  Public  relations  and  advertising  costs. 

(a)  “Public  relations”  means  all  functions  and  ac¬ 
tivities  dedicated  to— 

(1)  Maintaining,  protecting,  and  enhancing  the  im¬ 
age  of  a  concern  or  its  products;  or 

(2)  Maintaining  or  promoting  reciprocal  under¬ 
standing  and  favorable  relations  with  the  public  at 
large,  or  any  segment  of  the  public.  The  term  public 
relations  includes  activities  associated  with  areas  such 
as  advertising,  customer  relations,  etc. 

(b)  “Advertising”  means  the  use  of  media  to  promote 
the  sale  of  products  or  services  and  to  accomplish  the  ac¬ 
tivities  referred  to  in  paragraph  (d)  of  this  subsection, 
regardless  of  the  medium  employed,  when  the  advertiser 
has  control  over  the  form  and  content  of  what  will  ap¬ 
pear,  the  media  in  which  it  will  appear,  and  when  it  will 
appear.  Advertising  media  include  but  are  not  limited  to 
conventions,  exhibits,  free  goods,  samples,  magazines, 
newspapers,  trade  papers,  direct  mail,  dealer  cards,  win¬ 
dow  displays,  outdoor  advertising,  radio,  and  television. 

(c)  Public  relations  and  advertising  costs  include  the 
costs  of  media  time  and  space,  purchased  services  per¬ 
formed  by  outside  organizations,  as  well  as  the  applicable 
portion  of  salaries,  travel,  and  fringe  benefits  of 
employees  engaged  in  the  functions  and  activities  iden¬ 
tified  in  paragraphs  (a)  and  (b)  of  this  subsection. 

(d)  The  only  advertising  costs  that  are  allowable  are 
those  specifically  required  by  contract,  or  that  arise  from 
requirements  of  Government  contracts  and  that  are  ex¬ 
clusively  for— 

(1)  Recruiting  personnel  required  for  performing 
contractual  obligations,  when  considered  in  conjunc¬ 
tion  with  all  other  recruitment  costs  (but  see 
31.205-34); 

(2)  Acquiring  scarce  items  for  contract  perfor¬ 
mance;  or 

(3)  Disposing  of  scrap  or  surplus  materials  acquired 
for  contract  performance. 

Costs  of  this  nature,  if  incurred  for  more  than  one 
Government  contract  or  both  Government  work  and 
other  work  of  the  contractor,  are  allowable  to  the  ex¬ 
tent  that  the  principles  in  31.201-3,  31.201-4,  and 
31.203  are  observed. 

(e)  Allowable  public  relations  costs  include  the  follow¬ 
ing: 

(1)  Costs  specifically  required  by  contract. 

D-45 


31-10 


FAC  84-15  APRIL  7, 1986 

PART  31 -CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 


31.20S-2 


(2)  Costs  of  — 

(i)  Responding  to  inquiries  on  company  policies 
and  activities; 

(ii)  Communicating  with  the  public,  press, 
stockholders,  creditors,  and  customers;  and 

(iii)  Conducting  general  liaison  with  news  media 
and  Government  public  relations  officers,  to  the  ex¬ 
tent  that  such  activities  are  limited  to  communica¬ 
tion  and  liaison  necessary  to  keep  the  public  in¬ 
formed  on  matters  of  public  concern  such  as  notice 
of  contract  awards,  plant  closings  or  openings, 
employee  layoffs  or  rehires,  financial  information, 
etc. 

(3)  Costs  of  participation  in  community  service  ac¬ 
tivities  (e.g.,  blood  bank  drives,  charity  drives,  savings 
bond  drives,  disaster  assistance,  etc.). 

(4)  Costs  of  plant  tours  and  open  houses  (but  see 
subparagraph  (0(5)  of  this  subsection). 

(5)  Cpsts  of  keel  laying,  ship  launching,  commis¬ 
sioning,  and  roll-out  ceremonies,  to  the  extent 
specifically  provided  for  by  contract. 

(0  Unallowable  public  relations  and  advertising  costs 
include  the  following: 

(1)  All  advertising  costs  other  than  those  specified  in 
paragraph  (d)  of  this  subsection. 

(2)  Costs  of  air  shows  and  other  special  events,  such 
as  conventions  and  trade  shows,  including  — 

(i)  Costs  of  displays,  demonstrations,  and  ex¬ 
hibits, 

(ii)  Costs  of  meeting  rooms,  hospitality  suites, 
and  other  special  facilities  used  in  conjunction  with 
shows  and  other  special  events;  and 

(iii)  Salaries  and  wages  of  employees  engaged  in 
setting  up  and  displaying  exhibits,  making  demon¬ 
strations,  and  providing  briefings. 

(3)  Costs  of  sponsoring  meetings,  symposia, 
seminars,  and  other  special  events  when  the  principal 
purpose  of  the  event  is  other  than  dissemination  of 
technical  information  or  stimulation  of  production. 

(4)  Costs  of  ceremonies  such  as  corporate  celebra¬ 
tions  and  new  product  announcements. 

(5)  Costs  of  promotional  material,  motion  pictures, 
videotapes,  brochures,  handouts,  magazines,  and 
other  media  that  are  designed  to  call  favorable  atten¬ 
tion  to  the  contractor  and  its  activities  (but  see 


31.205- 13(a),  Employee  morale,  health,  welfare,  food 
service,  and  dormitory  costs  and  credits;  31.205-21, 
Labor  relations  costs;  31.205-43(c),  Trade,  business, 
technical,  and  professional  activity  costs;  and 

31.205- 44,  Training  and  educational  costs). 

(6)  Costs  of  souvenirs,  models,  imprinted  clothing, 
buttons,  and  other  mementos  provided  to  customers  or 
the  public. 

(7)  Costs  of  memberships  in  civic  and  community 
organizations. 

(8)  All  public  relations  costs,  other  than  those 
specified  in  paragraph  (e)  of  this  subsection,  whose 
primary  purpose  is  to  promote  the  sale  of  products  or 
services  by  stimulating  interest  in  a  product  or  product 
line  (except  for  those  costs  made  allowable  under 

31.205- 38(c)),  or  by  disseminating  messages  calling 
favorable  attention  to  the  contractor  for  purposes  of 
enhancing  the  company  image  to  sell  the  company’s 
products  or  services.  Nothing  in  this  subparagraph 
(0(8)  modifies  the  express  unallowability  of  costs  listed 
in  subparagraphs  (0(2)  through  (0(7).  The  purpose  of 
this  subparagraph  is  to  provide  criteria  for  determining 
whether  costs  not  specifically  identified  should  be 
unallowable. 

(g)  Costs  made  specifically  unallowable  under  this 
subsection  3 1 .205-1  are  not  made  allowable  under  subsec¬ 
tions  of  Subpart  31.2  such  as  31.205-13,  Employee 
morale,  health,  welfare,  food  service,  and  dormitory 
costs  and  credits;  31.205-22,  Legislative  lobbying  costs; 

31.205- 34,  Recruitment  costs;  31.205-38,  Selling  costs; 

31.205- 43,  Trade,  business,  technical,  and  professional 
activity  costs;  or  31.205-44,  Training  and  educational 
costs.  Conversely,  costs  that  are  specifically  unallowable 
under  these  and  other  subsections  of  Subpart  31.2  are  not 
made  allowable  under  this  subsection. 

31.205- 2  Automatic  data  processing  equipment  leasing 
costs. 

(a)  This  subsection  applies  to  all  contractor-leased 
automatic  data  processing  equipment  (ADPE),  as  de¬ 
fined  in  31.001  (except  as  components  of  an  end  item  to 
be  delivered  to  the  Government),  acquired  under  oper¬ 
ating  leases,  as  defined  in  Statement  of  Financial  Ac¬ 
counting  Standard  No.  13  (FAS- 13),  Accounting  for 
Leases,  issued  by  the  Financial  Accounting  Standards 
Board.  Compliance  with  31.205-1  l(m)  requires  that 
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ADPE  acquired  by  means  of  capital  leases,  as  defined 
in  FAS-13,  shall  be  treated  as  purchased  assets;  i.e.,  be 
capitalized  and  the  capitalized  value  of  such  assets  be 
distributed  over  their  useful  lives  as  depreciation 
charges  or  over  the  leased  life  as  amortization  charges 
as  appropriate.  Allowability  of  costs  related  to  contrac¬ 
tor-owned  ADPE  is  governed  by  other  requirements  of 
this  subpart. 

(b)  (1)  If  the  contractor  leases  ADPE  but  cannot 
demonstrate,  on  the  basis  of  facts  existent  at  the  time  of 
the  decision  to  lease  or  continue  leasing  and  document¬ 
ed  in  accordance  with  paragraph  (d)  below,  that  leas¬ 
ing  will  result  in  less  cost  to  the  Government  over  the 
anticipated  useful  life  (see  paragraph  (c)  below),  then 
rental  costs  are  allowable  only  up  to  the  amount  that 
would  be  allowed  had  the  contractor  purchased  the 
ADPE. 

(2)  The  costs  of  leasing  ADPE  are  allowable  only 
to  the  extent  that  the  contractor  can  annually  dem¬ 
onstrate  in  accordance  with  paragraph  (d)  below 
(whether  or  not  the  term  of  lease  is  renewed  or 
otherwise  extended)  that  these  costs  meet  the  follow¬ 
ing  criteria: 

(i)  The  costs  are  reasonable  and  necessary  for 
the  conduct  of  the  contractor’s  business  in  light  of 
factors  such  as  the  contractor’s  requirements  for 
ADPE,  costs  of  comparable  facilities,  the  various 
types  of  leases  available,  and  the  terms  of  the 
rental  agreement. 

(ii)  The  costs  do  not  give  rise  to  a  material 
equity  in  the  facilities  (such  as  an  option  to  renew 
or  purchase  at  a  bargain  rental  or  price  other  than 
that  normally  given  to  industry  at  large)  but  repre¬ 
sent  charges  only  for  the  current  use  of  the  equip¬ 
ment,  including  incidental  service  costs  such  as 
maintenance,  insurance,  and  applicable  taxes. 

(iii)  The  contracting  officer’s  approval  was  ob¬ 
tained  for  the  leasing  arrangement  (see  subpara¬ 
graph  (dX3)  below)  when  the  total  cost  of  leas¬ 
ing— 

(A)  The  ADPE  is  to  be  allocated  to  one  or 
more  Government  contracts  which  require  ne¬ 
gotiating  or  determining  costs,  or 

(B)  ADPE  in  a  single  plant,  division,  or  cost 
center  exceeds  $500,000  a  year  and  50  percent 
or  more  of  the  total  leasing  cost  is  to  be  allo¬ 
cated  to  one  or  more  Government  contracts 
which  require  negotiating  or  determining  costs. 

(3)  Rental  costs  under  a  sale  and  leaseback  ar¬ 
rangement  are  allowable  only  up  to  the  amount  that 
would  have  been  allowed  had  the  contractor  re¬ 
tained  title  to  the  ADPE. 

(4)  Allowable  rental  costs  of  ADPE  leased  from 
any  division,  subsidiary,  or  organization  under  a 
common  control  are  limited  to  the  cost  of  ownership 
(excluding  interest  or  other  costs  unallowable  under 
this  Subpart  31.2  and  including  the  cost  of  money 
(see  31.203-10)).  When  there  is  an  established  prac¬ 


tice  of  leasing  the  same  or  similar  equipment  to  unaf¬ 
filiated  lessees,  rental  costs  shall  be  allowed  in  ac¬ 
cordance  with  subparagraphs  (bXl)  and  (2)  above, 
except  that  the  purchase  price  and  costs  of  owner¬ 
ship  shall  be  determined  under  31.205-26(e). 

(c)  (1)  An  estimate  of  the  anticipated  useful  life  of 
the  ADPE  may  represent  the  application  life  (utility  in 
a  given  function),  technological  life  (utility  before  be¬ 
coming  obsolete  in  whole  or  in  part),  or  physical  life 
(utility  before  wearing  out)  depending  upon  the  facts 
and  circumstances  and  the  particular  facilities  involved. 
Each  case  must  be  evaluated  individually.  In  estimating 
anticipated  useful  life,  the  contractor  may  use  the  appli¬ 
cation  life  if  it  can  be  demonstrated  that  the  ADPE  has 
utility  only  in  a  given  function  and  the  duration  of  the 
function  can  be  determined.  Technological  life  may  be 
used  if  the  contractor  can  demonstrate  that  existing 
ADPE  must  be  replaced  because  of— 

(i)  Specific  program  objectives  or  contract  re¬ 
quirements  that  cannot  be  accomplished  with  the 
existing  ADPE; 

(ii)  Cost  reductions  that  will  produce  identifiable 
savings  in  production  or  overhead  costs; 

(iii)  Increase  in  workload  volume  that  cannot  be 
accomplished  efficiently  by  modifying  or  augment¬ 
ing  existing  ADPE;  or 

(iv)  Consistent  pattern  of  capacity  operation  (2 
Vi-3  shifts)  on  existing  ADPE. 

(2)  Technological  advances  will  not  justify  replac¬ 
ing  existing  ADPE  before  the  end  of  its  physical  life 
if  it  will  be  able  to  satisfy  future  requirements  or 
demands. 

(3)  In  estimating  the  least  cost  to  the  Government 
for  useful  life,  the  cumulative  costs  that  would  be 
allowed  if  the  contractor  owned  the  ADPE  should 
be  compared  with  cumulative  costs  that  would  be 
allowed  under  any  of  the  various  types  of  leasing 
arrangements  available.  For  the  purpose  of  this  com¬ 
parison,  the  costs  of  ADPE  exclude  interest  or  other 
unallowable  costs  pursuant  to  this  Subpart  31.2;  they 
include  but  are  not  limited  to  the  costs  of  operation, 
maintenance,  insurance,  depreciation,  facilities  capital 
cost  of  money,  rental,  and  the  cost  of  machine  serv¬ 
ices,  as  applicable. 

(d)  (1)  Except  as  provided  in  subparagraph  (3) 
below,  the  contractor’s  justification,  under  paragraph 
(b)  above,  of  the  leasing  decisions  shall  consist  of  the 
following  supporting  data,  prepared  before  acquisition: 

(i)  Analysis  of  use  of  existing  ADPE. 

(ii)  Application  of  the  criteria  in  paragraph  (b) 
above. 

(iii)  Specific  objectives  or  requirements,  general¬ 
ly  in  the  form  of  a  data  system  study  and  specifica¬ 
tion. 

(iv)  Solicitation  of  proposals,  based  on  the  data 
system  specification,  from  qualified  sources. 
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(v)  Proposals  received  in  response  to  the  solici¬ 
tation  and  reasons  for  selecting  the  equipment 
chosen  and  for  the  decision  to  lease. 

(2)  Except  as  provided  in  subparagraph  (3)  below, 
the  contractor’s  annual  justification,  under  subpara¬ 
graph  (bX2)  above,  of  the  decision  to  retain  or 
change  existing  ADPE  capability  and  the  need  to 
continue  leasing  shall  consist  of  current  data  as  speci¬ 
fied  in  subdivisions  (dXlXO  through  (iii)  above. 

(3)  If  the  contractor’s  prospective  ADPE  lease 
cost  meets  the  threshold  in  31.205-2(bX2Xiii)  above, 
the  contractor  shall  furnish  data  supporting  the  initial 
decision  to  lease  (see  subparagraph  (bXl)  above).  If 
the  total  cost  of  leasing  ADPE  in  a  single  plant, 
division,  or  cost  center  exceeds  $500,000  per  year 
and  50  percent  or  more  of  the  total  leasing  cost  is 
allocated  to  Government  contracts  which  require  ne¬ 
gotiating  or  determining  costs,  the  contractor  shall 
furnish  data  supporting  the  annual  justification  for 
retaining  or  changing  existing  ADPE  capability  and 
the  need  to  continue  leasing  shall  also  be  furnished 
(see  subparagraph  (bX2)  above). 

31.205- 3  Bad  debts. 

Bad  debts,  including  actual  or  estimated  losses  arising 
from  uncollectible  accounts  receivable  due  from  cus¬ 
tomers  and  other  claims,  and  any  directly  associated 
costs  such  as  collection  costs,  and  legal  costs  are  un¬ 
allowable. 

31.205- 4  Bonding  costs. 

(a)  Bonding  costs  arise  when  the  Government  re¬ 
quires  assurance  against  financial  loss  to  itself  or  others 
by  reason  of  the  act  or  default  of  the  contractor.  They 
arise  also  in  instances  where  the  contractor  requires 
similar  assurance.  Included  are  such  bonds  as  bid,  per¬ 
formance,  payment,  advance  payment,  infringement, 
and  fidelity  bonds. 

(b)  Costs  of  bonding  required  pursuant  to  the  terms 
of  the  contract  are  allowable. 

(c)  Costs  of  bonding  required  by  the  contractor  in 
the  general  conduct  of  its  business  are  allowable  to  the 
extent  that  such  bonding  is  in  accordance  with  sound 
business  practice  and  the  rates  and  premiums  are  rea¬ 
sonable  under  the  circumstances. 

31.205- 5  Civil  defense  costs. 

(a)  Civil  defense  costs  are  those  incurred  in  planning 
for,  and  protecting  life  and  property  against,  the  possi¬ 
ble  effects  of  enemy  attack.  Costs  of  civil  defense  meas¬ 
ures  (including  costs  in  excess  of  normal  plant  protec¬ 
tion  costs,  first-aid  training  and  supplies,  fire  fighting 
training  and  equipment,  posting  of  additional  exit  no¬ 
tices  and  directions,  and  other  approved  civil  defense 
measures)  undertaken  on  the  contractor’s  premises  pur¬ 
suant  to  suggestions  or  requirements  of  civil  defense 
authorities  are  allowable  when  allocated  to  all  work  of 
the  contractor. 
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(b)  Costs  of  capital  assets  acquired  for  civil  defense 
purposes  are  allowable  through  depreciation  (see 

31.205- 11). 

(c)  Contributions  to  local  civil  defense  funds  and 
projects  are  unallowable. 

31.205- 6  Compensation  for  personal  services. 

(a)  General.  Compensation  for  personal  services  in¬ 
cludes  all  remuneration  paid  currently  or  accrued,  in 
whatever  form  and  whether  paid  immediately  or  de¬ 
ferred,  for  services  rendered  by  employees  to  the  con¬ 
tractor  during  the  period  of  contract  performance 
(except  as  otherwise  provided  for  severance  pay  costs 
in  paragraph  (g)  below  and  for  pension  costs  in  para¬ 
graph  (j)  below).  It  includes,  but  is  not  limited  to, 
salaries;  wages;  directors’  and  executive  committee 
members’  fees;  bonuses  (including  stock  bonuses);  in¬ 
centive  awards;  employee  stock  options,  stock  appre¬ 
ciation  rights,  and  stock  ownership  plans;  employee 
insurance;  fringe  benefits;  contributions  to  pension,  an¬ 
nuity,  and  management  employee  incentive  compensa¬ 
tion  plans;  and  allowances  for  off-site  pay,  incentive 
pay,  location  allowances,  hardship  pay,  severance  pay, 
and  cost  of  living  differential.  Compensation  for  per¬ 
sonal  services  is  allowable  subject  to  the  following 
general  criteria  and  additional  requirements  contained 
in  other  parts  of  this  cost  principle: 

(1)  Compensation  for  personal  services  must  be  for 
work  performed  by  the  employee  in  the  current  year 
and  must  not  represent  a  retroactive  adjustment  of 
prior  years’  salaries  or  wages  (but  see  31.205-6(g), 
(h),  (j),  (k),  and  (m)  below). 

(2)  The  compensation  in  total  must  be  reasonable 
for  the  work  performed;  however,  specific  restric¬ 
tions  on  individual  compensation  elements  must  be 
observed  where  they  are  prescribed. 

(3)  The  compensation  must  be  based  upon  and 
conform  to  the  terms  and  conditions  of  the  contrac¬ 
tor’s  established  compensation  plan  or  practice  fol¬ 
lowed  so  consistently  as  to  imply,  in  effect,  an  agree¬ 
ment  to  make  the  payment. 

(4)  No  presumption  of  allowability  will  exist 
where  the  contractor  introduces  major  revisions  of 
existing  compensation  plans  or  new  plans  and  the 
contractor — 

(i)  Has  not  notified  the  cognizant  AGO  of  the 
changes  either  before  their  implementation  or 
within  a  reasonable  period  after  their  implementa¬ 
tion,  and 

(ii)  Has  not  provided  the  Government,  either 
before  implementation  or  within  a  reasonable 
period  after  it,  an  opportunity  to  review  the 
allowability  of  the  changes. 

(5)  Costs  that  are  unallowable  under  other  para¬ 
graphs  of  this  Subpart  31.2  shall  not  be  allowable 
under  this  subsection  31.205-6  solely  on  the  basis  that 
they  constitute  compensation  for  personal  services. 
(See  31.205-34(c.)) 
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(b)  Reasonableness.  (1)  The  compensation  for  per¬ 
sonal  services  paid  or  accrued  to  each  employee  must  be 
reasonable  for  the  work  performed.  Compensation  will 
be  considered  reasonable  if  each  of  the  allowable 
elements  making  up  the  employee’s  compensation 
package  is  reasonable.  In  determining  the  reasonableness 
of  individual  elements  for  particular  employees  or  classes 
of  employees,  consideration  should  be  given  to  all  poten¬ 
tially  relevant  facts.  Facts  which  may  be  relevant  include 
general  conformity  with  the  compensation  practices  of 
other  firms  of  the  same  size,  the  compensation  practices 
of  other  firms  in  the  same  industry,  the  compensation 
practices  of  other  firms  in  the  same  geographic  area,  the 
compensation  practices  of  firms  engaged  in  pre¬ 
dominantly  non-Government  work,  and  the  cost  of  com¬ 
parable  services  obtainable  from  outside  sources.  While 
all  of  the  above  factors,  as  well  as  any  other  relevant 
ones,  should  be  considered,  their  relative  significance  will 
vary  according  to  circumstances.  For  example,  in  the  case 
of  secretarial  salaries,  conformity  with  the  compensation 
paid  by  other  firms  in  the  same  geographic  area  would 
likely  be  a  more  significant  criterion  than  conformity 
with  the  compensation  paid  by  other  firms  in  the  same  in¬ 
dustry  wherever  located.  In  administering  this  principle, 
it  is  recognized  that  not  every  compensation  case  need  be 
subjected  in  detail  to  the  above  or  other  tests.  The  tests 
need  be  applied  only  when  a  general  review  reveals 
amounts  or  types  of  compensation  that  appear 
unreasonable  or  unjustified.  Based  on  an  initial  review  of 
the  facts,  contracting  officers  or  their  representatives 
may  challenge  the  reasonableness  of  any  individual  ele¬ 
ment  or  the  sum  of  the  individual  elements  of  compensa¬ 
tion  paid  or  accrued  to  particular  employees  or  classes  of 
employees.  In  such  cases,  there  is  no  presumption  of 
reasonableness  and,  upon  challenge,  the  contractor 
must  demonstrate  the  reasonableness  of  the  compensa¬ 
tion  item  in  question.  In  doing  so,  the  contractor  may  in¬ 
troduce,  and  the  contracting  officer  will  consider,  not  on¬ 
ly  any  circumstances  surrounding  the  compensation  item 
challenged,  but  also  the  magnitude  of  other  compensa¬ 
tion  elements  which  may  be  lower  than  would  be  con¬ 
sidered  reasonable  in  themselves.  For  example,  a  contrac¬ 
tor,  if  challenged  on  the  amount  of  base  salaries  for 
management,  could  counter  by  showing  lower  than  nor¬ 
mal  end-of-year  management  bonuses.  However,  the 
contractor’s  right  to  introduce  offsetting  compensation 
elements  into  consideration  is  subject  to  the  following 
limitations: 

(i)  Offsets  will  be  considered  only  between  the 
allowable  elements  of  an  employee’s  (or  a  class  of 
employees’)  compensation  package.  For  example, 
excessive  management  salaries  cannot  be  offset 
against  lower  than  normal  secretarial  salaries. 

(ii)  Offsets  will  be  considered  only  between  the 
allowable  portion  of  the  following  compensation 
elements  of  employees  or  classes  of  employees: 

(A)  Wages  and  salaries. 


(B)  Incentive  bonuses. 

(C)  Deferred  compensation. 

(D)  Pension  and  savings  plan  benefits. 

(E)  Health  insurance  benefits. 

(F)  Life  insurance  benefits. 

(G)  Compensated  personal  absence  benefits. 
However,  any  of  the  above  elements  or  portions 
thereof,  whose  amount  is  not  measurable,  shall  not 
be  introduced  or  considered  as  an  offset  item. 

(iii)  In  considering  offsets,  the  magnitude  of  the 
compensation  elements  in  question  must  be  taken  in¬ 
to  account.  An  executive  bonus  that  is  excessive  by 
$100,000  is  not  fully  offset  by  a  base  salary  that  is 
low  by  only  $25,000.  In  determining  the  magnitude 
of  compensation  elements,  the  timing  of  receipt  by 
the  employee  must  be  considered.  For  example,  a 
bonus  of  $100,000  in  the  current  period  will  be  con¬ 
sidered  as  of  greater  value  than  a  deferred  compen¬ 
sation  arrangement  to  make  the  same  payment  in 
some  future  period. 

(2)  Compensation  costs  under  certain  conditions 
give  rise  to  the  need  for  special  consideration.  Among 
such  conditions  are  the  following: 

(i)  Compensation  to  (A)  owners  of  closely  held 
corporations,  partners,  sole  proprietors,  or  members 
of  their  immediate  families,  or  (B)  persons  who  are 
contractually  committed  to  acquire  a  substantial 
financial  interest  in  the  contractor’s  enterprise. 
Determination  should  be  made  that  salaries  are 
reasonable  for  the  personal  services  rendered  rather 
than  being  a  distribution  of  profits.  Compensation 
in  lieu  of  salary  for  services  rendered  by  partners  and 
sole  proprietors  will  be  allowed  to  the  extent  that  it  is 
reasonable  and  does  not  constitute  a  distribution  of 
profits.  For  closely  held  corporations,  compensation 
costs  covered  by  this  subdivision  shall  not  be 
recognized  in  amounts  exceeding  those  costs  that  are 
deductible  as  compensation  under  the  Internal 
Revenue  Code  and  regulations  under  it. 

(ii)  Any  change  in  a  contractor’s  compensation 
policy  that  results  in  a  substantial  increase  in  the 
contractor’s  level  of  compensation,  particularly 
when  it  was  concurrent  with  an  increase  in  the  ratio 
of  Government  contracts  to  other  business,  or  any 
change  in  the  treatment  of  allowability  of  specific 
types  of  compensation  due  to  changes  in  Govern¬ 
ment  policy.  Contracting  officers  or  their  represen¬ 
tatives  should  normally  challenge  increased  costs 
where  major  revisions  of  existing  compensation 
plans  or  new  plans  are  introduced  by  the  contractor, 
and  the  contractor  — 

(A)  Has  not  notified  the  cognizant  ACO  of  the 
changes  either  before  their  implementation  or 
within  a  reasonable  period  after  their  implementa¬ 
tion;  and 

(B)  Has  not  provided  the  Government,  either 
before  implementation  or  within  a  reasonable 
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period  after  it,  an  opportunity  to  review  the  rea¬ 
sonableness  of  the  changes. 

(iii)  The  contractor’s  business  is  such  that  its  com¬ 
pensation  levels  are  not  subject  to  the  restraints  that 
normally  occur  in  the  conduct  of  competitive 
business. 

(iv)  The  contractor  incurs  costs  for  compensation 
in  excess  of  the  amounts  which  are  deductible  under 
the  Internal  Revenue  Code  and  regulations  issued 
under  it. 

(c)  Labor-management  agreements.  Notwithstanding 
any  other  requirements  of  this  subsection  31.20S-6, 
costs  of  compensation  are  not  allowable  to  the  extent 
that  they  result  from  provisions  of  labor-management 
agreements  that,  as  applied  to  work  in  performing 
Government  contracts,  are  determined  to  be  unreason¬ 
able  because  they  are  either  unwarranted  by  the  char¬ 
acter  and  circumstances  of  the  work  or  discriminatory 
against  the  Government.  The  application  of  the  provi¬ 
sions  of  a  labor-management  agreement  designed  to 
apply  to  a  given  set  of  circumstances  and  conditions  of 
employment  (e.g.,  work  involving  extremely  hazardous 
activities  or  work  not  requiring  recurrent  use  of  over¬ 
time)  is  unwarranted  when  applied  to  a  Government 
contract  involving  significantly  different  circumstances 
and  conditions  of  employment  (e.g.,  work  involving 
less  hazardous  activities  or  work  continually  requiring 
use  of  overtime).  It  is  discriminatory  against  the  Gov¬ 
ernment  if  it  results  in  employee  compensation  (in 
whatever  form  or  name)  in  excess  of  that  being  paid 
for  similar  non-Govemment  work  under  comparable 
circumstances.  Disallowance  of  costs  will  not  be  made 
under  this  paragraph  (c)  unless — 

(1)  The  contractor  has  been  permitted  an  opportu¬ 
nity  to  justify  the  costs;  and 

(2)  Due  consideration  has  been  given  to  whether 
unusual  conditions  pertain  to  Government  contract 
work,  imposing  burdens,  hardships,  or  hazards  on  the 
contractor’s  employees,  for  which  compensation  that 
might  otherwise  appear  unreasonable  is  required  to 
attract  and  hold  necessary  personnel. 

(d)  Salaries  and  wages.  Salaries  and  wages  for  current 
services  include  gross  compensation  paid  to  employees 
in  the  form  of  cash,  stock  (see  subparagraph  (f)(2) 
below  regarding  valuation),  products,  or  services,  and 
are  allowable. 

(e)  Domestic  and  foreign  differential  pay.  (1)  When 
personal  services  are  performed  in  a  foreign  country, 
compensation  may  also  include  a  differential  that  may 
properly  consider  all  expenses  associated  with  foreign 
employment  such  as  housing,  cost  of  living  adjust¬ 
ments,  transportation,  bonuses,  additional  Federal, 
State,  local  or  foreign  income  taxes  resulting  from  for¬ 
eign  assignment,  and  other  related  expenses. 

(2)  Although  the  additional  taxes  in  subparagraph 
(1)  above  may  be  considered  in  establishing  foreign 
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overseas  differential,  any  increased  compensation  cal¬ 
culated  directly  on  the  basis  of  an  employee’s  specif¬ 
ic  increase  in  income  taxes  is  unallowable.  Differen¬ 
tial  allowances  for  additional  Federal,  State,  or  local 
income  taxes  resulting  from  domestic  assignments  are 
unallowable. 

(0  Bonuses  and  incentive  compensation.  (1)  Incentive 
compensation  for  management  employees,  cash  bo¬ 
nuses,  suggestion  awards,  safety  awards,  and  incentive 
compensation  based  on  production,  cost  reduction,  or 
efficient  performance  are  allowable  provided  the 
awards  are  paid  or  accrued  under  an  agreement  entered 
into  in  good  faith  between  the  contractor  and  the  em¬ 
ployees  before  the  services  are  rendered  or  pursuant  to 
an  established  plan  or  policy  followed  by  the  contrac¬ 
tor  so  consistently  as  to  imply,  in  effect,  an  agreement 
to  make  such  payment  and  the  basis  for  the  award  is 
supported. 

(2)  When  the  costs  of  bonuses  and  incentive  com¬ 
pensation  are  paid  in  the  stock  of  the  contractor  or 
of  an  affiliate,  the  following  additional  restrictions 
apply: 

(i)  Valuation  placed  on  the  stock  shall  be  the  fair 
market  value  on  the  measurement  date  (i.e.,  the 
first  date  the  number  of  shares  awarded  is  known) 
determined  upon  the  most  objective  basis  availa¬ 
ble;  and 

(ii)  Accruals  for  the  cost  of  stock  before  issuing 
the  stock  to  the  employees  shall  be  subject  to 
adjustment  according  to  the  possibilities  that  the 
employees  will  not  receive  the  stock  and  that  their 
interest  in  the  accruals  will  be  forfeited. 

(3)  When  the  bonus  and  incentive  compensation 
payments  are  deferred,  the  costs  are  subject  to  the 
requirements  of  subparagraph  (f)(1)  above  and  of 
paragraph  (k)  below. 

(g)  Severance  pay.  (1)  Severance  pay,  also  commonly 
referred  to  as  dismissal  wages,  is  a  payment  in  addition 
to  regular  salaries  and  wages  oy  contractors  to  workers 
whose  employment  is  being  involuntarily  terminated. 
Payments  for  early  retirement  incentive  plans  are  cov¬ 
ered  in  subparagraph  (j)(6)  below. 

(2)  Severance  pay  to  be  allowable  must  meet  the 
general  allowability  criteria  in  subdivision  (gX2X0 
below,  and,  depending  upon  whether  the  severance 
is  normal  or  abnormal,  criteria  in  subdivision 
(gX2Xii)  for  normal  severance  pay  or  subdivision 
(gX2)(iii)  for  abnormal  severance  pay  also  apply. 

(i)  Severance  pay  is  allowable  only  to  the  extent 
that,  in  each  case,  it  is  required  by  (A)  law,  (B) 
employer-employee  agreement,  (C)  established 
policy  that  constitutes,  in  effect,  an  implied  agree¬ 
ment  on  the  contractor’s  part,  or  (D)  circum¬ 
stances  of  the  particular  employment.  F  "ments 
made  in  the  event  of  employment  with  a  eplace- 
ment  contractor  wh»re  continuity  of  employment 
with  credit  for  prior  length  of  service  is  preserved 
under  substantially  equal  conditions  of  employ- 
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ment,  or  continued  employment  by  the  contractor 
at  another  facility,  subsidiary,  affiliate,  or  parent 
company  of  the  contractor  are  not  severance  pay 
and  are  unallowable.  Severance  payments,  or 
amounts  paid  in  lieu  thereof,  are  not  allowable 
when  paid  to  employees  in  addition  to  early  or 
norma]  retirement  payments. 

(ii)  Actual  normal  turnover  severance  payments 
shall  be  allocated  to  all  work  performed  in  the 
contractor’s  plant,  or  where  the  contractor  pro¬ 
vides  for  accrual  of  pay  for  normal  severances, 
that  method  will  be  acceptable  if  the  amount  of 
the  accrual  is  reasonable  in  light  of  payments  actu¬ 
ally  made  for  normal  severances  over  a  representa¬ 
tive  past  period  and  if  amounts  accrued  are  allo¬ 
cated  to  all  work  performed  in  the  contractor’s 
plant. 

(iii)  Abnormal  or  mass  severance  pay  is  of  such 
a  conjectural  nature  that  measurement  of  costs  by 
means  of  an  accrual  will  not  achieve  equity  to 
both  parties.  Thus,  accruals  for  this  purpose  are 
not  allowable.  However,  the  Government  recog¬ 
nizes  its  obligation  to  participate,  to  the  extent  of 
its  fair  share,  in  any  specific  payment.  Thus, 
allowability  will  be  considered  on  a  case-by-case 
basis. 

(h)  Backpay.  (1)  Backpay  resulting  from  violations  of 
Federal  labor  laws  or  the  Civil  Rights  Act  of  1964.  Back¬ 
pay  may  result  from  a  negotiated  settlement,  order,  or 
court  decree  that  resolves  a  violation  of  Federal  labor 
laws  or  the  Civil  Rights  Act  of  1964.  Such  backpay 
falls  into  two  categories:  one  requiring  the  contractor 
to  pay  employees  additional  compensation  for  work 
performed  for  which  they  were  underpaid,  and  the 
other  resulting  from  other  violations,  such  as  when  the 
employee  was  improperly  discharged,  discriminated 
against,  or  other  circumstances  for  which  the  backpay 
was  not  additional  compensation  for  work  performed. 
Backpay  resulting  from  underpaid  work  is  compensa¬ 
tion  for  the  work  performed  and  is  allowable.  All  other 
backpay  resulting  from  violation  of  Federal  labor  laws 
or  the  Civil  Rights  Act  of  1964  is  unallowable. 

(2)  Other  backpay.  Backpay  may  also  result  from 
payments  to  union  employees  (union  and  non-union) 
for  the  difference  in  their  past  and  current  wage 
rates  for  working  without  a  contract  or  labor  agree¬ 
ment  during  labor  management  negotiations.  Such 
backpay  is  allowable.  Backpay  to  nonunion  employ¬ 
ees  based  upon  results  of  union  agreement  negotia¬ 
tions  is  allowable  only  if  (i)  a  formal  agreement  or 
understanding  exists  between  management  and  the 
employees  concerning  these  payments,  or  (ii)  an  es¬ 
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tablished  policy  or  practice  exists  and  is  followed  by 
the  contractor  so  consistently  as  to  imply,  in  effect, 
an  agreement  to  make  such  payment. 

(i)  Stock  options,  stock  appreciation  rights,  phantom 
stock  plans,  and  junior  stock  conversions. 

(1)  The  cost  of  stock  options  awarded  to  employees 
to  purchase  stock  of  the  contractor  or  of  an  affiliate 
will  be  treated  as  deferred  compensation  and  must 
comply  with  the  requirements  of  paragraph  (k)  of  this 
subsection.  The  allowable  cost  of  stock  options  is  lim¬ 
ited  to  the  difference  between  the  option  price  and  the 
market  price  on  the  first  date  on  which  the  option  price 
and  the  number  of  shares  are  known.  Accordingly, 
when  the  stock  option  price  is  equal  to  or  greater  than 
the  market  price  on  that  date,  then  no  costs  are  allow¬ 
able  for  contract  costing  purposes. 

(2)  Stock  appreciation  rights  are  rights  granted  to 
employees  by  contractors  to  receive  the  increase  in 
value,  or  appreciation,  of  company  stock  even  though 
the  employee  neither  purchases  the  stock  nor  receives 
title  to  it.  Stock  appreciation  rights  will  be  treated  as 
deferred  compensation  and  must  comply  with  the  re¬ 
quirements  of  paragraph  (k)  of  this  subsection.  The  al¬ 
lowable  cost  of  stock  appreciation  rights  is  limited  to 
the  difference  between  the  stock-appreciation-right 
base  price  from  which  appreciation  will  be  measured 
and  the  market  price  on  the  first  date  on  which  both 
the  number  of  shares  and  the  stock-appreciation-right 
base  price  are  known.  Accordingly,  when  the  stock-ap¬ 
preciation-right  base  price  is  equal  to  or  greater  than 
the  market  price  on  that  date,  then  no  costs  are  allow¬ 
able  for  contract  costing  purposes. 

(3)  In  phantom-stock-type  plans,  contractors  as¬ 
sign  or  attribute  contingent  shares  of  stock  to  employ¬ 
ees  as  if  the  employees  own  the  stock,  even  though  the 
employees  neither  purchase  the  stock  nor  receive  title 
to  it.  Under  these  plans,  an  employee’s  account  may  be 
increased  by  the  equivalent  of  dividends  paid  and  any 
appreciation  in  the  market  price  of  the  stock  over  the 
price  of  the  stock  on  the  first  date  on  which  the  number 
of  shares  awarded  is  known.  Such  increases  in  employ¬ 
ee  accounts  for  dividend  equivalents  and  market  price 
appreciation  are  unallowable. 

(4)  Junior  stock  is  a  class  of  equity  stock  that  (i)  is 
sold  to  employees  at  a  price  below  that  of  the  contrac¬ 
tor’s  common  stock,  (ii)  carries  reduced  dividend  vot¬ 
ing  rights,  and  (iii)  is  convertible  to  common  stock 
upon  the  attainment  of  specified  corporate  goals. 
Costs  associated  with  the  conversion  of  junior  stock 
into  common  stock  are  not  allowable,  whether  or  not 
they  are  accounted  for  as  compensation  costs. 


(The  next  page  is  31-15.) 
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(j)  Pension  costs.  (1)  A  pension  plan  is  a  deferred 
compensation  plan  that  is  established  and  maintained  by 
one  or  more  employers  to  provide  systematically  for 
paying  benefits  to  plan  participants  after  their  retire¬ 
ment,  provided  that  the  benefits  are  paid  for  life  or  are 
payable  for  life  at  the  option  of  the  employee.  Addi¬ 
tional  benefits  such  as  permanent  and  total  disability 
and  death  payments  and  survivorship  payments  to 
beneficiaries  of  deceased  employees  may  be  treated  as 
pension  costs,  provided  the  benefits  are  an  integral  part 
of  the  pension  plan  and  meet  all  the  criteria  pertaining 
to  pension  costs. 

(2)  Pension  plans  are  normally  segregated  into  two 
types  of  plans:  defined  benefit  or  defined  contribu¬ 
tion  pension  plans.  The  cost  of  all  defined  benefit 
pension  plans  shall  be  measured,  allocated,  and  ac¬ 
counted  for  in  compliance  with  the  provisions  of 
CAS  412,  Composition  and  Measurement  of  Pension 
Costs,  and  CAS  413,  Adjustment  and  Allocation  of 
Pension  Cost.  The  costs  of  all  defined  contribution 
pension  plans  shall  be  measured,  allocated,  and  ac¬ 
counted  for  in  accordance  with  the  provisions  of 
CAS  412.  Pension  costs  are  allowable  subject  to  the 
referenced  standards  and  the  cost  limitations  and  ex¬ 
clusions  set  forth  below  in  this  subparagraph  and  in 
subparagraphs  (j)(3),  (4),  (5),  (6),  and  (7)  below. 

(i)  To  be  allowable  in  the  current  year,  pension 
costs  must  be  funded  by  the  time  set  for  filing  the 
Federal  income  tax  return  or  any  extension  there¬ 
of.  Pension  costs  assigned  to  the  current  year,  but 
not  funded  by  the  tax  return  time,  shall  not  be 
allowable  in  any  subsequent  year. 

(ii)  Pension  payments  must  be  reasonable  in 
amount  and  be  paid  pursuant  to  (A)  an  agreement 
entered  into  in  good  faith  between  the  contractor 
and  employees  before  the  work  or  services  are 
performed  and  (B)  the  terms  and  conditions  of  the 
established  plan.  The  cost  of  changes  in  pension 
plans  which  are  discriminatory  to  the  Government 
or  are  not  intended  to  be  applied  consistently  for 
all  employees  under  similar  circumstances  in  the 
future  are  not  allowable. 

(iii)  Except  as  provided  for  early  retirement 
benefits  in  subparagraph  (j)(6)  below,  one-time- 
only  pension  supplements  not  available  to  all  par¬ 
ticipants  of  the  basic  plan  are  not  allowable  as 
pension  costs  unless  the  supplemental  benefits  rep¬ 
resent  a  separate  pension  plan  and  the  benefits  are 
payable  for  life  at  the  option  of  the  employee. 

(iv)  Increases  in  payments  to  previously  retired 
plan  participants  covering  cost-of-living  adjust¬ 
ments  are  allowable  if  paid  in  accordance  with  a 
policy  or  practice  consistently  followed. 

(3)  Defined  benefit  pension  plans.  This  subparagraph 
covers  pension  plans  in  which  the  benefits  to  be  paid 
or  the  basis  for  determining  such  benefits  are  estab¬ 


lished  in  advance  and  the  contributions  are  intended 
to  provide  the  stated  benefits.  The  cost  limitations 
and  exclusions  pertaining  to  defined  benefit  plans  are 
as  follows: 

(i)  Normal  costs  of  pension  plans  not  funded  in 
the  year  incurred,  and  all  other  components  of 
pension  costs  (see  CAS  412.40(a)(1))  assignable  to 
the  current  accounting  period  but  not  funded 
during  it,  shall  not  be  allowable  in  subsequent 
years  (except  that  a  payment  made  to  a  fund  by 
the  time  set  for  filing  the  Federal  income  tax 
return  or  any  extension  thereof  is  considered  to 
have  been  made  during  such  taxable  year).  How¬ 
ever,  any  part  of  a  pension  cost  that  is  computed 
for  a  cost  accounting  period  that  is  deferred  pursu¬ 
ant  to  a  waiver  granted  under  the  provisions  of  the 
Employee’s  Retirement  Income  Security  Act  of 
1974  (ERISA)  (see  CAS  412.50(c)(3)),  will  be  al¬ 
lowable  in  those  future  accounting  periods  in 
which  the  funding  does  occur.  The  allowability  of 
these  deferred  contributions  will  be  limited  to  the 
amounts  that  would  have  been  allowed  had  the 
funding  occurred  in  the  year  the  costs  would  have 
been  assigned  except  for  the  waiver. 

(ii)  Any  amount  paid  or  funded  before  the  time 
it  becomes  assignable  and  allowable  shall  be  ap¬ 
plied  to  future  years,  in  order  of  time,  as  if  actually 
paid  and  deductible  in  those  years.  The  interest 
earned  on  such  premature  funding,  based  on  the 
valuation  rate  of  return,  may  be  excluded  from 
future  years’  computations  of  pension  costs  in  ac¬ 
cordance  with  CAS  412.50(a)(7). 

(iii)  Increased  pension  costs  caused  by  delay  in 
funding  beyond  30  days  after  each  quarter  of  the 
year  to  which  they  are  assignable  are  unallowable. 
If  a  composite  rate  is  used  for  allocating  pension 
costs  between  the  segments  of  a  company  and  if, 
because  of  differences  in  the  timing  of  the  funding 
by  the  segments,  an  inequity  exists,  allowable  pen¬ 
sion  costs  for  each  segment  will  be  limited  to  that 
particular  segment’s  calculation  of  pension  costs  as 
provided  for  in  CAS  413.50(c)(5).  Determination 
of  unallowable  costs  shall  be  made  in  accordance 
with  the  actuarial  method  used  in  calculating  pen¬ 
sion  costs. 

(iv)  Allowability  of  the  cost  of  indemnifying  the 
Pension  Benefit  Guaranty  Corporation  (PBGC) 
under  ERISA  Section  4062  or  4064  arising  from 
terminating  an  employee  deferred  compensation 
plan  will  be  considered  on  a  case-by-case  basis; 
provided  that  if  insurance  was  required  by  the 
PBGC  under  ERISA  Section  4023,  it  was  so  ob¬ 
tained  and  the  indemnification  payment  is  not  re¬ 
coverable  under  the  insurance.  Consideration 
under  the  foregoing  circumstances  will  be  primar¬ 
ily  for  the  purpose  of  appraising  the  extent  to 
which  the  indemnification  payment  is  allocable  to 
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Government  work.  If  a  beneficial  or  other  equita¬ 
ble  relationship  exists,  the  Government  will  par¬ 
ticipate,  despite  the  requirements  of  3 1.205- 19(a)(3) 
and  (b),  in  the  indemnification  payment  to  the 
extent  of  its  fair  share. 

(4)  Defined  contribution  pension  plans.  This  subpara¬ 
graph  covers  those  pension  plans  in  which  the  con¬ 
tributions  to  be  made  are  established  in  advance  and 
the  level  of  benefits  is  determined  by  the  contribu¬ 
tions  made.  It  also  covers  profit  sharing,  savings 
plans,  and  other  such  plans  provided  the  plans  fall 
within  the  definition  of  a  pension  plan  in  subpara¬ 
graph  (jXl)  above. 

(i)  The  pension  cost  assignable  to  a  cost  ac¬ 
counting  period  is  the  net  contribution  required  to 
be  made  for  that  period  after  taking  into  account 
dividends  and  other  credits,  where  applicable. 
However,  any  portion  of  pension  cost  computed 
for  a  cost  accounting  period  that  is  deferred  pursu¬ 
ant  to  a  waiver  granted  under  the  provisions  of 
ERISA  (see  CAS  412.50(cX3))  will  be  allowable  in 
those  future  accounting  periods  when  the  funding 
does  occur.  The  allowability  of  these  deferred  con¬ 
tributions  will  be  limited  to  the  amounts  that 
would  have  been  allowed  had  the  funding  been 
made  in  the  year  the  costs  would  have  been  as¬ 
signed  except  for  the  waiver. 

(ii)  Any  amount  paid  or  funded  to  the  trust 
before  the  time  it  becomes  assignable  and  allow¬ 
able  shall  be  applied  to  future  years,  in  order  of 
time,  as  if  actually  paid  and  deductible  in  such 
years. 

(iii)  The  provisions  of  subdivision  (jX3X*v) 
above  concerning  payments  to  PBGC  apply  to 
defined  contribution  plans. 

(5)  Pension  plans  using  pay-as-you-go  methods.  A 
pension  plan  using  pay-as-you-go  methods  is  a  plan 
in  which  the  contractor  recognizes  pension  cost  only 
when  benefits  are  paid  to  retired  employees  or  their 
beneficiaries.  Regardless  of  whether  the  payment  of 
pension  benefits  contribution  can  or  cannot  be  com¬ 
pelled,  allowable  costs  for  these  types  of  plans  shall 
not  exceed  an  amount  computed  as  follows: 


(i)  Compute,  by  using  an  actuarial  cost  method, 
the  plan’s  actuarial  liability  for  benefits  earned  by 
plan  participants.  This  entire  liability  is  always  un¬ 
funded  for  a  pay-as-you-go  plan. 

(ii)  Compute  a  level  amount  which,  including  an 
interest  equivalent,  would  amortize  the  unfunded 
actuarial  liability  over  a  period  of  no  less  than  10 
or  more  than  40  years  from  the  inception  of  the 
liability. 

(iii)  Compute,  by  using  an  actuarial  cost  method, 
a  normal  cost  for  the  period. 

(iv)  The  sum  of  (ii)  and  (iii)  above  represents  the 
amount  of  pension  costs  assignable  to  the  current 
period.  This  amount,  however,  is  limited  to  the 
amount  paid  in  the  year. 

(v)  For  purposes  of  determining  contract  cost 
where  a  pay-as-you-go  plan  is  initiated  as  either  a 
supplemental  plan  or  an  additional  but  separate 
plan  to  a  basic  funded  plan,  the  plans  will  be 
treated  as  one  plan;  e.g.,  the  actuarial  cost  method, 
past  service  amortization  period,  etc.,  of  the  basic 
plan  will  be  used  on  the  supplemental  or  additional 
pay-as-you-go  plan  in  determining  the  proper  costs 
assignable  to  the  current  period.  Any  costs  in 
excess  of  those  determined  by  using  the  actuarial 
cost  method  and  assumptions  of  the  basic  plan  are 
unallowable.  However,  where  assumption  for 
salary  progressions,  mortality  rates  of  the  partici¬ 
pants,  and  so  forth  are  significantly  different,  the 
assumptions  used  for  the  basic  and  supplemental 
plan  may  be  different. 

(vi)  The  requirements  of  subdivisions  (jX3)(i) 
through  (iv)  above  are  also  applicable  to  pay-as- 
you-go  plans. 

(6)  Early  retirement  incentive  plans.  An  early  retire¬ 
ment  incentive  plan  is  a  plan  under  which  employees 
receive  a  bonus  or  incentive,  over  and  above  the 
requirement  of  the  basic  pension  plan,  to  retire  early. 
These  plans  normally  are  not  applicable  to  all  partici¬ 
pants  of  the  basic  plan  and  do  not  represent  life 
income  settlements,  and  as  such  would  not  qualify  as 
pension  costs.  However,  for  contract  costing  pur¬ 
poses,  early  retirement  incentive  payments  are  allow- 
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able  subject  to  the  pension  cost  criteria  contained  in 
subdivisions  (j)(3)(i)  through  (iv)  provided — 

(i)  The  costs  are  accounted  for  and  allocated  in 
accordance  with  the  contractor's  system  of  ac¬ 
counting  for  pension  costs  (see  subdivision  (j)(5)(v) 
above  for  supplemental  pension  benefits); 

(ii)  The  payments  are  made  in  accordance  with 
the  terms  and  conditions  of  the  contractor’s  plan; 

(iii)  The  plan  is  applied  only  to  active  employ¬ 
ees.  The  cost  of  extending  the  plan  to  employees 
who  retired  or  were  terminated  before  the  adop¬ 
tion  of  the  plan  is  unallowable;  and 

(iv)  The  total  of  the  incentive  payments  to  any 
employee  may  not  exceed  the  amount  of  the  em¬ 
ployee’s  annual  salary  for  the  previous  fiscal  year 
before  the  employee’s  retirement. 

(7)  Employee  stock  ownership  plans  (ESOP)  (i)  An 
ESOP  is  an  individual  stock  bonus  plan  designed 
specifically  to  invest  in  the  stock  of  the  employer 
corporation.  The  contractor’s  contributions  to  an 
Employee  Stock  Ownership  Trust  (ESOT)  may  be  in 
the  form  of  cash,  stock,  or  property.  Costs  of 
ESOP’s  are  allowable  subject  to  the  following  condi¬ 
tions: 

(A)  Contributions  by  the  contractor  in  any 
one  year  may  not  exceed  15  percent  (25  percent 
when  a  money  purchase  plan  is  included)  of 
salaries  and  wages  of  employees  participating  in 
the  plan  in  any  particular  year. 

(B)  The  contribution  rate  (ratio  of  contribu¬ 
tion  to  salaries  and  wages  of  participating  em¬ 
ployees)  may  not  exceed  the  last  approved  con¬ 
tribution  rate  except  when  approved  by  the  con¬ 
tracting  officer  based  upon  justification  provided 
by  the  contractor.  When  no  contribution  was 
made  in  the  previous  year  for  an  existing  ESOP, 
or  when  a  new  ESOP  is  first  established,  and 
the  contractor  proposes  to  make  a  contribution 
in  the  current  year,  the  contribution  rate  shall  be 
subject  to  the  contracting  officer’s  approval. 

(C)  When  a  plan  or  agreement  exists  wherein 
the  liability  for  the  contribution  can  be  com¬ 
pelled  for  a  specific  year,  the  expense  associated 
with  that  liability  is  assignable  only  to  that 
period.  Any  portion  of  the  contribution  not 
funded  by  the  time  set  for  filing  of  the  Federal 
income  tax  return  for  that  year  or  any  extension 
thereof  shall  not  be  allowable  in  subsequent 
years. 

(D)  When  a  plan  or  agreement  exists  wherein 
the  liability  for  the  contribution  cannot  be  com¬ 
pelled,  the  amount  contributed  for  any  year  is 
assignable  to  that  year  provided  the  amount  is 
funded  by  the  time  set  for  filing  of  the  Federal 
income  tax  return  for  that  year. 

(E)  When  the  contribution  is  in  the  form  of 
stock,  the  value  of  the  stock  contribution  shall 
be  limited  to  the  fair  market  value  of  the  stock 
on  the  date  that  title  is  effectively  transferred  to 
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the  trust.  Cash  contributions  shall  be  allowable 
only  when  the  contractor  furnishes  evidence  sat¬ 
isfactory  to  the  contracting  officer  demonstrat¬ 
ing  that  stock  purchases  by  the  ESOT  are  or 
will  be  at  a  fair  market  price;  e  g.,  makes  ar¬ 
rangements  with  the  trust  permitting  the  con¬ 
tracting  officer  to  examine  purchases  of  stock  by 
the  trust  to  determine  that  prices  paid  are  at  fair 
market  value.  When  excessive  prices  are  paid, 
the  amount  of  the  excess  will  be  credited  to  the 
same  indirect  cost  pools  that  were  charged  for 
the  ESOP  contributions  in  the  year  in  which  the 
stock  purchase  occurs.  However,  when  the  trust 
purchases  the  stock  with  borrowed  funds  which 
will  be  repaid  over  a  period  of  years  by  cash 
contributions  from  the  contractor  to  the  trust, 
the  excess  price  over  fair  market  value  shall  be 
credited  to  the  indirect  cost  pools  pro  rata  over 
the  period  of  years  during  which  the  contractor 
contributes  the  cash  used  by  the  trust  to  repay 
the  loan.  When  the  fair  market  value  of  unissued 
stock  or  stock  of  a  closely  held  corporation  is 
not  readily  determinable,  the  valuation  will  be 
made  on  a  case-by-case  basis  taking  into  consid¬ 
eration  the  guidelines  for  valuation  used  by  the 
IRS. 

(ii)  Amounts  contributed  to  an  ESOP  arising 
from  either  (A)  an  additional  investment  tax  credit 
(see  1975  Tax  Reduction  Act — TRASOP’s);  or  (B) 
a  payroll-based  tax  credit  (see  Economic  Recovery 
Tax  Act  of  1981)  are  unallowable. 

(iii)  The  requirements  of  subdivision  (j)(3)(ii) 
above  are  applicable  to  Employee  Stock  Owner¬ 
ship  Plans. 

(k)  Deferred  compensation.  (1)  Deferred  compensa¬ 
tion  is  an  award  given  by  an  employer  to  compensate 
an  employee  in  a  future  cost  accounting  period  or 
periods  for  services  rendered  in  one  or  more  cost  ac¬ 
counting  periods  before  the  date  of  receipt  of  compen¬ 
sation  by  the  employee.  Deferred  compensation  does 
not  include  the  amount  of  year-end  accruals  for  sala¬ 
ries,  wages,  or  bonuses  that  are  paid  within  a  reason¬ 
able  period  of  time  after  the  end  of  a  cost  accounting 
period.  Subject  to  31.205-6(a),  deferred  awards  are  al¬ 
lowable  when  they  are  based  on  current  or  future  serv¬ 
ices.  Awards  made  in  periods  subsequent  to  the  period 
when  the  work  being  remunerated  was  performed  are 
not  allowable. 

(2)  The  costs  of  deferred  awards  shall  be  meas¬ 
ured,  allocated,  and  accounted  for  in  compliance 
with  the  provisions  of  CAS  415,  Accounting  for  the 
Cost  of  Deferred  Compensation. 

(3)  Deferred  compensation  payments  to  employees 
under  awards  made  before  the  effective  date  of  CAS 
415  are  allowable  to  the  extent  they  would  have 
been  allowable  under  prior  acquisition  regulations. 

(l)  Reserved. 

(m)  Fringe  benefits.  (1)  Fringe  benefits  are  allowances  | 
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and  services  provided  by  the  contractor  to  its  employees 
as  compensation  in  addition  to  regular  wages  and 
salaries.  Fringe  benefits  include,  but  are  not  limited  to, 
the  cost  of  vacations,  sick  leave,  holidays,  military  leave, 
employee  insurance,  and  supplemental  unemployment 
benefit  plans.  Except  as  provided  elsewhere  in  Subpart 
31.2,  the  costs  of  fringe  benefits  are  allowable  to  the  ex¬ 
tent  that  they  are  reasonable  and  are  required  by  law, 
employer-employee  agreement,  or  an  established  policy 
of  the  contractor. 

(2)  That  portion  of  the  cost  of  company-furnished 
automobiles  that  relates  to  personal  use  by  employees 
(including  transportation  to  and  from  work)  is 
unallowable  regardless  of  whether  the  cost  is  reported 
as  taxable  income  to  the  employees  (see  3 1.205 -46(f)) - 
(n)  Employee  rebate  and  purchase  discount  plans.  Re¬ 
bates  and  purchase  discounts,  in  whatever  form,  granted 
to  employees  on  products  or  services  produced  by  the 
contractor  or  affiliates  are  unallowable. 

31.205- 7  Contingencies. 

(a)  “Contingency,”  as  used  in  this  subpart,  means  a 
possible  future  event  or  condition  arising  from  present¬ 
ly  known  or  unknown  causes,  the  outcome  of  which  is 
indeterminable  at  the  present  time. 

(b)  Costs  for  contingencies  are  generally  unallowable 
for  historical  costing  purposes  because  such  costing 
deals  with  costs  incurred  and  recorded  on  the  contrac¬ 
tor’s  books.  However,  in  some  cases,  as  for  example, 
terminations,  a  contingency  factor  may  be  recognized 
when  it  is  applicable  to  a  past  period  to  give  recogni¬ 
tion  to  minor  unsettled  factors  in  the  interest  of  expe¬ 
diting  settlement. 

(c)  In  connection  with  estimates  of  future  costs,  con¬ 
tingencies  fall  into  two  categories: 

(1)  Those  that  may  arise  from  presently  known 
and  existing  conditions,  the  effects  of  which  are  fore¬ 
seeable  within  reasonable  limits  of  accuracy;  e  g., 
anticipated  costs  of  rejects  and  defective  work.  Con¬ 
tingencies  of  this  category  are  to  be  included  in  the 
estimates  of  future  costs  so  as  to  provide  the  best 
estimate  of  performance  cost. 

(2)  Those  that  may  arise  from  presently  known  or 
unknown  conditions,  the  effect  of  which  cannot  be 
measured  so  precisely  as  to  provide  equitable  results 
to  the  contractor  and  to  the  Government;  e  g.,  re¬ 
sults  of  pending  litigation.  Contingencies  of  this  cate¬ 
gory  are  to  be  excluded  from  cost  estimates  under 
the  several  items  of  cost,  but  should  be  disclosed 
separately  (including  the  basis  upon  which  the  con¬ 
tingency  is  computed)  to  facilitate  the  negotiation  of 
appropriate  contractual  coverage.  (See,  for  example, 

31.205-6(g),  31.205-19,  and  31.205-24 .) 

31.205- 8  Contributions  or  domtions. 

Contributions  or  donations,  including  cash,  property 

and  services,  regardless  of  recipient,  are  unallowable,  ex¬ 
cept  as  provided  in  31.205-l(e)(3). 

31.205- 9  Reserved. 


31.205-10  Cost  of  money. 

(a)  Facilities  capital  cost  of  money. 

(1)  General  (i)  Facilities  capital  cost  of  money  (cost 
of  capital  committed  to  facilities)  is  an  imputed  cost 
determined  by  applying  a  cost-of-money  rate  to  facil¬ 
ities  capital  employed  in  contract  performance.  A 
cost-of-money  rate  is  uniformly  imputed  to  all  con¬ 
tractors  (see  subdivision  (ii)  below).  Capital  em¬ 
ployed  is  determined  without  regard  to  whether  its 
source  is  equity  or  borrowed  capital.  The  resulting 
cost  of  money  is  not  a  form  of  interest  on  borrow¬ 
ings  (see  31.205-20). 

(ii)  CAS  414,  Cost  of  Money  as  an  Element  of 
the  Cost  of  Facilities  Capital,  establishes  criteria 
for  measuring  and  allocating,  as  an  element  of  con¬ 
tract  cost,  the  cost  of  capital  committed  to  facili¬ 
ties.  Cost-of-money  factors  are  developed  on  Form 
CASB-CMF,  broken  down  by  overhead  pool  at 
the  business  unit,  using  (A)  business-unit  facilities 
capital  data,  (B)  overhead  allocation  base  data,  and 
(C)  the  cost-of-money  rate,  which  is  based  on  in¬ 
terest  rates  specified  by  the  Secretary  of  the  Treas¬ 
ury  under  50  U.S.C.  App.  1215(b)(2). 

(2)  Allowability.  Whether  or  not  the  contract  is 
otherwise  subject  to  CAS,  facilities  capital  cost  of 
money  is  allowable  if— 

(i)  The  contractor’s  capital  investment  is  meas¬ 
ured,  allocated  to  contracts,  and  costed  in  accord¬ 
ance  with  CAS  414; 

(ii)  The  contractor  maintains  adequate  records  to 
demonstrate  compliance  with  this  standard;  and 

(iii)  The  estimated  facilities  capital  cost  of 
money  is  specifically  identified  or  proposed  in  cost 
proposals  relating  to  the  contract  under  which  this 
cost  is  to  be  claimed. 

(3)  Accounting.  The  facilities  capital  cost  of  money 
need  not  be  entered  on  the  contractor’s  books  of 
account.  However,  the  contractor  shall  (i)  make  a 
memorandum  entry  of  the  cost  and  (ii)  maintain,  in  a 
manner  that  permits  audit  and  verification,  all  rele¬ 
vant  schedules,  cost  data,  and  other  data  necessary  to 
support  the  entry  fully. 

(4)  Payment.  Facilities  capital  cost  of  money  that  is 
(i)  allowable  under  subparagraph  (2)  above  and  (ii) 
calculated,  allocated,  and  documented  in  accordance 
with  this  cost  principle  shall  be  an  “incurred  cost" 
for  reimbursement  purposes  under  applicable  cost- 
reimbursement  contracts  and  for  progress  payment 
purposes  under  fixed-price  contracts. 

(5)  The  cost  of  money  resulting  from  including  goodwill 
(however  represented)  in  the  facilities  capital  employed 
base  is  unallowable. 

(b)  Cost  of  money  as  an  element  of  the  cost  of  capital 
assets  under  construction. 

(1)  General  (i)  Cost  of  money  as  an  element  of  the 
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cost  of  capital  assets  under  construction  is  an  imput¬ 
ed  cost  determined  by  applying  a  cost-of-money  rate 
to  the  investment  in  tangible  and  intangible  capital 
assets  while  they  are  being  constructed,  fabricated, 
or  developed  for  a  contractor's  own  use.  Capital 
employed  is  determined  without  regard  to  whether 
its  source  is  equity  or  borrowed  capital.  The  result¬ 


ing  cost  of  money  is  not  a  form  of  interest  on  bor¬ 
rowing  (see  31.205-20). 

(ii)  CAS  417,  Cost  of  Money  as  an  Element  of 
the  Cost  of  Capital  Assets  Under  Construction, 
establishes  criteria  for  measuring  and  allocating,  as 
an  element  of  contract  cost,  the  cost  of  capital 
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committed  to  capital  assets  under  construction, 
fabrication,  or  development. 

(2)  AUowability  (i)  Whether  or  not  the  contract  is 
otherwise  subject  to  CAS,  and  except  as  specified  in 
subdivision  (ii)  below,  the  cost  of  money  for  capital 
assets  under  construction,  fabrication,  or  develop¬ 
ment  is  allowable  if— 

(A)  The  cost  of  money  is  calculated,  allocated 
to  contracts,  and  costed  in  accordance  with 
CAS  417; 

(B)  The  contractor  maintains  adequate  records 
to  demonstrate  compliance  with  this  standard; 
and 

(C)  The  cost  of  money  for  tangible  capital 
assets  is  included  in  the  capitalized  cost  that 
provides  the  basis  for  allowable  depreciation 
costs,  or,  in  the  case  of  intangible  capital  assets, 
the  cost  of  money  is  included  in  the  cost  of 
those  assets  for  which  amortization  costs  are  al¬ 
lowable. 

(ii)  Actual  interest  cost  in  lieu  of  the  calculated 
imputed  cost  of  money  for  capital  assets  under 
construction,  fabrication,  or  development  is  un¬ 
allowable. 

(3)  Accounting.  The  cost  of  money  for  capital 
assets  under  construction  need  not  be  entered  on  the 
contractor’s  books  of  account.  However,  the  con¬ 
tractor  shall  (i)  make  a  memorandum  entry  of  the 
cost  and  (ii)  maintain,  in  a  manner  that  permits  audit 
and  verification,  all  relevant  schedules,  cost  data,  and 
other  data  necessary  to  support  the  entry  fully. 

(4)  Payment.  The  cost  of  money  for  capital  assets 
under  construction  that  is  allowable  under  subpara¬ 
graph  (2)  above  of  this  cost  principle  shall  be  an 
“incurred  cost”  for  reimbursement  purposes  under 
applicable  cost-reimbursement  contracts  and  for 
progress  payment  purposes  under  fixed-price  con¬ 
tracts. 

31.205-11  Depredation. 

(a)  Depreciation  is  a  charge  to  current  operations 
which  distributes  the  cost  of  a  tangible  capital  asset, 
less  estimated  residual  value,  over  the  estimated  useful 
life  of  the  asset  in  a  systematic  and  logical  manner.  It 
does  not  involve  a  process  of  valuation.  Useful  life 
refers  to  the  prospective  period  of  economic  usefulness 
in  a  particular  contractor’s  operations  as  distinguished 
from  physical  life;  it  is  evidenced  by  the  actual  or 
estimated  retirement  and  replacement  practice  of  the 
contractor. 

(b)  Contractors  having  contracts  subject  to  CAS  409, 
Depreciation  of  Tangible  Capital  Assets,  must  adhere 
to  the  requirement  of  that  standard  for  all  fully  CAS- 
covered  contracts  and  may  elect  to  adopt  the  standard 
for  all  other  contracts.  All  requirements  of  CAS  409 
are  applicable  if  the  election  is  made,  and  its  require¬ 
ments  supersede  any  conflicting  requirements  of  this 
cost  principle.  Once  electing  to  adopt  CAS  409  for  all 


contracts,  contractors  must  continue  to  follow  it  until 
notification  of  final  acceptance  of  all  deliverable  items 
on  all  open  negotiated  Government  contracts.  Para¬ 
graphs  (c)  through  (e)  below  apply  to  contracts  to 
which  CAS  409  is  not  applied. 

(c)  Normal  depreciation  on  a  contractor’s  plant, 
equipment,  and  other  capital  facilities  is  an  allowable 
contract  cost,  if  the  contractor  is  able  to  demonstrate 
that  it  is  reasonable  and  allocable  (but  see  paragraph  (i)  | 
below). 

(d)  Depreciation  shall  be  considered  reasonable  if  the 
contractor  follows  policies  and  procedures  that  are — 

(1)  Consistent  with  those  followed  in  the  same  cost 

center  for  business  other  than  Government; 

(2)  Reflected  in  the  contractor’s  books  of  accounts 

and  financial  statements;  and 

(3)  Both  used  and  acceptable  for  Federal  income 

tax  purposes. 

(e)  When  the  depreciation  reflected  on  a  contractor’s 
books  of  accounts  and  financial  statements  differs  from 
that  used  and  acceptable  for  Federal  income  tax  pur¬ 
poses,  reimbursement  shall  be  based  on  the  asset  cost 
amortized  over  the  estimated  useful  life  of  the  property 
using  depreciation  methods  (straight  line,  sum  of  the 
years’  digits,  etc.)  acceptable  for  income  tax  purposes. 
Allowable  depreciation  shall  not  exceed  the  amounts 
used  for  book  and  statement  purposes  and  shall  be 
determined  in  a  manner  consistent  with  the  depreci¬ 
ation  policies  and  procedures  followed  in  the  same  cost 
center  on  non-Govemment  business. 

(f)  Depreciation  for  reimbursement  purposes  in  the 
case  of  tax-exempt  organizations  shall  be  determined  on 
the  basis  described  in  paragraph  (e)  immediately  above. 

(g)  Special  considerations  are  required  for  assets  ac¬ 
quired  before  the  effective  date  of  this  cost  principle  if, 
on  that  date,  the  undepreciated  balance  of  these  assets 
resulting  from  depreciation  policies  and  procedures 
used  previously  for  Government  contracts  and  subcon¬ 
tracts  is  different  from  the  undepreciated  balance  on 
the  books  and  financial  statements.  The  undepreciated 
balance  for  contract  cost  purposes  shall  be  depreciated 
over  the  remaining  life  using  the  methods  and  lives 
followed  for  book  purposes.  The  aggregate  depreci¬ 
ation  of  any  asset  allowable  after  the  effective  date  of 
this  31.205-11  shall  not  exceed  the  cost  basis  of  the 
asset  less  any  depreciation  allowed  or  allowable  under 
prior  acquisition  regulations. 

(h)  Depreciation  should  usually  be  allocated  to  the 
contract  and  other  work  as  an  indirect  cost.  The 
amount  of  depreciation  allowed  in  any  accounting 
period  may,  consistent  with  the  basic  objectives  in 
paragraph  (a)  above,  vary  with  volume  of  production 
or  use  of  multishift  operations. 

(i)  In  the  case  of  emergency  facilities  covered  by 
certificates  of  necessity,  a  contractor  may  elect  to  use 
normal  depreciation  without  requesting  a  determination 
of  “true  depreciation,’’  or  may  elect  to  use  either 
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normal  or  “true  depreciation”  after  a  determination  of 
“true  depreciation”  has  been  made  by  an  Emergency 
Facilities  Depreciation  Board  (EFDB).  The  method 
elected  must  be  followed  consistently  thoughout  the 
life  of  the  emergency  facility.  When  an  election  is 
made  to  use  normal  depreciation,  the  criteria  in  para¬ 
graphs  (c),  (d),  (e),  and  (0  above  shall  apply  for  both 
the  emergency  period  and  the  post-emergency  period. 
When  an  election  is  made  to  use  “true  depreciation”, 
the  amount  allowable  as  depreciation — 

(1)  With  respect  to  the  emergency  period  (five 
years),  shall  be  computed  in  accordance  with  the 
determination  of  the  EFDB  and  allocated  rateably 
over  the  full  five  year  emergency  period;  provided  no 
other  allowance  is  made  which  would  duplicate  the 
factors,  such  as  extraordinary  obsolescence,  covered 
by  the  Board’s  determination;  and 

(2)  After  the  end  of  the  emergency  period,  shall  be 
computed  by  distributing  the  remaining  undepreciat¬ 
ed  portion  of  the  cost  of  the  emergency  facility  over 
the  balance  of  its  useful  life  provided  the  remaining 
undepreciated  portion  of  such  cost  shall  not  include 
any  amount  of  unrecovered  “true  depreciation.” 

(j)  No  depreciation,  rental,  or  use  charge  shall  be 
allowed  on  property  acquired  at  no  cost  from  the  Gov¬ 
ernment  by  the  contractor  or  by  any  division,  subsidi¬ 
ary,  or  affiliate  of  the  contractor  under  common  con¬ 
trol. 

(k)  The  depreciation  on  any  :‘em  which  meets  the 
criteria  for  allowance  at  a  “price”  under  31.205-26(e) 
may  be  based  on  that  price,  provided  the  same  policies 
and  procedures  are  used  for  costing  all  business  of  the 
using  division,  subsidiary,  or  organization  under 
common  control. 

(l)  No  depreciation  or  rental  shall  be  allowed  on 
property  fully  depreciated  by  the  contractor  or  by  any 
division,  subsidiary,  or  affiliate  of  the  contractor  under 
common  control.  However,  a  reasonable  charge  for 
using  fully  depreciated  property  may  be  agreed  upon 
and  allowed  (but  see  31.109(hX2».  In  determining  the 
charge,  consideration  shall  be  given  to  cost,  total  esti¬ 
mated  useful  life  at  the  time  of  negotiations,  effect  of 
any  increased  maintenance  charges  or  decreased  effi¬ 
ciency  due  to  age,  and  the  amount  of  depreciation 
previously  charged  to  Government  contracts  or  sub¬ 
contracts. 

(m)  CAS  404,  Capitalization  of  Tangible  Assets,  ap¬ 
plies  to  assets  acquired  by  a  “capital  lease”  as  defined 
in  Statement  of  Financial  Accounting  Standard  No.  13 
(FAS- 13),  Accounting  for  Leases,  issued  by  the  Finan¬ 
cial  Accounting  Standards  Board  (FASB).  Compliance 
with  CAS  404  and  FAS-13  requires  that  such  leased 
assets  (capital  leases)  be  treated  as  purchased  assets;  i.e., 
be  capitalized  and  the  capitalized  value  of  such  assets 
be  distributed  over  their  useful  lives  as  depreciation 
charges,  or  over  the  leased  life  as  amortization  charges 
as  appropriate.  Assets  whose  leases  are  classified  as 
capital  leases  under  FAS-13  are  subject  to  the  require- 


FEPERAL  ACQUISITION  REGULATION  (FAR) 

ments  of  31.205-11  while  assets  acquired  under  leases 
classified  as  operating  leases  are  subject  to  the  require¬ 
ments  on  rental  costs  in  31.205-36.  The  standards  of 
financial  accounting  and  reporting  prescribed  by  FAS- 
13  are  incorporated  into  this  principle  and  shall  govern 
its  application,  except  as  provided  in  subparagraphs  (1), 
(2),  and  (3)  below. 

(1)  Rental  costs  under  a  sale  and  leaseback  ar¬ 
rangement  shall  be  allowable  up  to  the  amount  that 
would  have  been  allowed  had  the  contractor  re¬ 
tained  title  to  the  property. 

(2)  Capital  leases,  as  defined  in  FAS-13,  for  all  real 
and  personal  property,  between  any  related  parties 
are  subject  to  the  requirements  of  this  subparagraph 

31.205-1  l(m).  If  it  is  determined  that  the  terms  of  the 
lease  have  been  significantly  affected  by  the  fact  that 
the  lessee  and  lessor  are  related,  depreciation  charges 
shall  not  be  allowed  in  excess  of  those  which  would 
have  occurred  if  the  lease  contained  terms  consistent 
with  those  found  in  a  lease  between  unrelated  par¬ 
ties. 

(3)  Assets  acquired  under  leases  that  the  contractor 
must  capitalize  under  FAS-13  shall  no*  be  treated  as 
purchased  assets  for  contract  purposes  if  the  leases 
are  covered  by  31.205-36(bX4). 

31.205- 12  Economic  planning  costs. 

(a)  This  category  includes  costs  of  generalized  long- 
range  management  planning  that  is  concerned  with  the 
future  overall  development  of  the  contractor’s  business 
and  that  may  take  into  account  the  eventual  possibility 
of  economic  dislocations  or  fundamental  alterations  in 
those  markets  in  which  the  contractor  currently  does 
business.  Economic  planning  costs  do  not  include  orga¬ 
nization  or  reorganization  costs  covered  by  31.205-27. 

(b)  Economic  planning  costs  are  allowable  as  indirect 
costs  to  be  properly  allocated. 

(c)  Research  and  development  and  engineering  costs 
designed  to  lead  to  new  products  for  sale  to  the  gener¬ 
al  public  are  not  allowable  under  this  principle. 

31.205- 13  Employee  morale,  health,  welfare,  food  serv¬ 
ice,  and  dormitory  coats  and  credits. 

(a)  Aggregate  costs  incurred  on  activities  designed  to 
improve  working  conditions,  employer-employee  rela¬ 
tions,  employee  morale,  and  employee  performance 
(less  income  generated  by  these  activities)  are  allow¬ 
able,  except  as  limited  by  paragraph  (b)  immediately 
below,  and  to  the  extent  that  the  net  amount  is  reason¬ 
able.  Some  examples  are  house  publications,  health 
clinics,  recreation,  employee  counseling  services,  and 
food  and  dormitory  services,  which  include  operating 
or  furnishing  facilities  for  cafeterias,  dining  rooms,  can¬ 
teens,  lunch  wagons,  vending  machines,  living  accom¬ 
modations,  or  similar  types  of  services  for  the  contrac¬ 
tor’s  employees  at  or  near  the  contractor’s  facilities. 

(b)  Losses  from  operating  food  and  dormitory  serv¬ 
ices  may  be  included  as  costs  only  if  the  contractor’s 
objective  is  to  operate  such  services  on  a  break-even 
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basis.  Losses  sustained  because  food  services  or  lodging 
accommodations  are  furnished  without  charge  or  at 
prices  or  rates  which  obviously  would  not  be  conducive  to 
the  accomplishment  of  the  above  objective  are  not  allow¬ 
able.  A  loss  may  be  allowed,  however,  to  the  extent  that 
the  contractor  can  demonstrate  that  unusual  cir¬ 
cumstances  exist  (e.g.,  (1)  where  the  contractor  must  pro¬ 
vide  food  or  dormitory  services  at  remote  locations  where 
adequate  commercial  facilities  are  not  reasonably 
available,  or  (2)  where  charged  but  unproductive  labor 
costs  would  be  excessive  but  for  the  services  provided  or 
where  cessation  or  reduction  of  food  or  dormitory 
operations  will  not  otherwise  yield  net  cost  savings)  such 
that  even  with  efficient  management,  operating  the  ser¬ 
vices  on  a  break-even  basis  would  require  charging  inor¬ 
dinately  high  prices,  or  prices  or  rates  higher  than  those 
charged  by  commercial  establishments  offering  the  same 
services  in  the  same  geographical  areas.  Costs  of  food 
and  dormitory  services  shall  include  an  allocable  share  of 
indirect  expenses  pertaining  to  these  activities. 

(c)  When  the  contractor  has  an  arrangement  authoriz¬ 
ing  an  employee  association  to  provide  or  operate  a  ser¬ 
vice,  such  as  vending  machines  in  the  contractor’s  plant, 
and  retain  the  profits,  such  profits  shall  be  treated  in  the 
same  manner  as  if  the  contractor  were  providing  the  ser¬ 
vice  (but  see  paragraph  (d)  immediately  below). 

(d)  Contributions  by  the  contractor  to  an  employee  or¬ 
ganization,  including  funds  from  vending  machine  re- 

|  ceipts  or  similar  sources,  may  be  included  as  costs  incur¬ 
red  under  paragraph  (a)  above  only  to  the  extent  that  the 
contractor  demonstrates  that  an  equivalent  amount  of 
the  costs  incurred  by  the  employee  organization  would  be 
allowable  if  directly  incurred  by  the  contractor. 

31.205- 14  Entertainment  costs. 

Costs  of  amusement,  diversion,  social  activities,  and 
any  directly  associated  costs  such  as  tickets  to  shows  or 
sports  events,  meals,  lodging,  rentals,  transportation, 
and  gratuities  are  unallowable  (but  see  31.205-1  and 

31.205- 13).  Costs  of  membership  in  social,  dining,  or 
country  clubs  or  other  organizations  having  the  same 
purposes  are  also  unallowable,  regardless  of  whether  the 
cost  is  reported  as  taxable  income  to  the  employees. 

31.205- 15  Fines  and  penalties. 

Costs  of  fines  and  penalties  resulting  from  violations 
of,  or  failure  of  the  contractor  to  comply  with,  Feder- 
I  al,  State,  local,  or  foreign  laws  and  regulations,  are 
unallowable  except  when  incurred  as  a  result  of  com¬ 
pliance  with  specific  terms  and  conditions  of  the  contract 
or  written  instructions  from  the  contracting  officer. 

31.205- 16  Gains  and  losses  on  disposition  of  deprecia¬ 
ble  property  or  other  capital  assets. 

(a)  Gains  and  losses  from  the  sale,  retirement,  or  other 
disposition  (but  see  31.205-19)  of  depreciable  property 
shall  be  included  in  the  year  in  which  they  occur  as  credits 
or  charges  to  the  cost  grouping(s)  in  which  the  deprecia¬ 
tion  or  amortization  applicable  to  those  assets  was  in¬ 
cluded  (but  see  paragraph  (d)  below). 

(b)  Gains  and  losses  on  disposition  of  tangible  capital 
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assets  including  those  acquired  under  capital  leases  (see  | 

31.205- 1  l(m),  shall  be  considered  as  adjustments  of  de¬ 
preciation  costs  previously  recognized.  The  gain  or  loss 
for  each  asset  disposed  of  is  the  difference  between  the 
net  amount  realized,  including  insurance  proceeds  from 
involuntary  conversions,  and  its  undepreciated  balance. 
The  gain  recognized  for  contract  costing  purposes  shall 
be  limited  to  the  difference  between  the  acquisition 
cost  (or  for  assets  acquired  under  a  capital  lease,  the 
value  at  which  the  leased  asset  is  capitalized)  of  the 
asset  and  its  undepreciated  balance  (except  see  subdivi¬ 
sions  (cX2X0  or  (ii)  below). 

(c)  Special  considerations  apply  to  an  involuntary 
conversion  which  occurs  when  a  contractor’s  property 
is  destroyed  by  events  over  which  the  owner  has  no 
control,  such  as  fire,  windstorm,  flood,  accident,  theft, 
etc.,  and  an  insurance  award  is  recovered.  The  follow¬ 
ing  govern  involuntary  conversions: 

(1)  When  there  is  a  cash  award  and  the  converted 
asset  is  not  replaced,  gain  or  loss  shall  be  recognized 
in  the  period  of  disposition.  The  gain  recognized  for 
contract  costing  purposes  shall  be  limited  to  the  dif¬ 
ference  between  the  acquisition  cost  of  the  asset  and 
its  undepreciated  balance. 

(2)  When  the  converted  asset  is  replaced,  the  con¬ 
tractor  shall  either— 

(i)  Adjust  the  depreciable  basis  of  the  new  asset 
by  the  amount  of  the  total  realized  gain  or  loss;  or 

(ii)  Recognize  the  gain  or  loss  in  the  period  of 
disposition,  in  which  case  the  Government  shall 
participate  to  the  same  extent  as  outlined  in  sub- 
paragraph  (cXl)  above. 

(d)  Gains  and  losses  on  the  disposition  of  depreciable 
property  shall  not  be  recognized  as  a  separate  charge 
or  credit  when— 

(1)  Gains  and  losses  are  processed  through  the 
depreciation  reserve  account  and  reflected  in  the  de¬ 
preciation  allowable  under  31.205-11;  or 

(2)  The  property  is  exchanged  as  part  of  the  pur¬ 
chase  price  of  a  similar  item,  and  the  gain  or  loss  is 
taken  into  consideration  in  the  depreciation  cost  basis 
of  the  new  item. 

(e)  Gains  and  losses  arising  from  mass  or  extraordi¬ 
nary  sales,  retirements,  or  other  disposition  shall  be 
considered  on  a  case-by-case  basis. 

(0  Gains  and  losses  of  any  nature  arising  from  the  sale 
or  exchange  of  capital  assets  other  than  depreciable  pro¬ 
perty  shall  be  excluded  in  computing  contract  costs. 

31.205- 17  Idle  facilities  and  idle  capacity  cos  j. 

(a)  “Costs  of  idle  facilities  or  idle  capacity,”  as  used 
in  this  subsection,  means  costs  such  as  maintenance, 
repair,  housing,  rent,  and  other  related  costs;  e.g.,  prop¬ 
erty  taxes,  insurance,  and  depreciation. 

"Facilities,”  as  used  in  this  subsection,  means  plant  or 
any  portion  thereof  (including  land  integral  to  the  op¬ 
eration),  equipment,  individually  or  collectively,  or  any 
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other  tangible  capital  asset,  wherever  located,  and 
whether  owned  or  leased  by  the  contractor. 

“Idle  capacity,”  as  used  in  this  subsection,  means  the 
unused  capacity  of  partially  used  facilities.  It  is  the 
difference  between  that  which  a  facility  could  achieve 
under  100  percent  operating  time  on  a  one-shift  basis, 
less  operating  interruptions  resulting  from  time  lost  for 
repairs,  setups,  unsatisfactory  materials,  and  other 
normal  delays,  and  the  extent  to  which  the  facility  was 
actually  used  to  meet  demands  during  the  accounting 
period.  A  multiple-shift  basis  may  be  used  in  the  calcu¬ 
lation  instead  of  a  one-shift  basis  if  it  can  be  shown  that 
this  amount  of  usage  could  normally  be  expected  for 
the  type  of  facility  involved. 

“Idle  facilities,”  as  used  in  this  subsection,  means 
completely  unused  facilities  that  are  excess  to  the  con¬ 
tractor’s  current  needs. 

(b)  The  costs  of  idle  facilities  are  unallowable  unless 
the  facilities — 

(1)  Are  necessary  to  meet  fluctuations  in  work¬ 
load;  or 

(2)  Were  necessary  when  acquired  and  are  now 
idle  because  of  changes  in  requirements,  production 
economies,  reorganization,  termination,  or  other 
causes  which  could  not  have  been  reasonably  fore¬ 
seen.  (Costs  of  idle  facilities  are  allowable  for  a  rea¬ 
sonable  period,  ordinarily  not  to  exceed  1  year,  de¬ 
pending  upon  the  initiative  taken  to  use,  lease,  or 
dispose  of  the  idle  facilities  (but  see  3 1.205-42)). 

(c)  Costs  of  idle  capacity  are  costs  of  doing  business 
and  are  a  factor  in  the  normal  fluctuations  of  usage  or 
overhead  rates  from  period  to  period.  Such  costs  are 
allowable  provided  the  capacity  is  necessary  or  was 
originally  reasonable  and  is  not  subject  to  reduction  or 
elimination  by  subletting,  renting,  or  sale,  in  accord¬ 
ance  with  sound  business,  economics,  or  security  prac¬ 
tices.  Widespread  idle  capacity  throughout  an  entire 
plant  or  among  a  group  of  assets  having  substantially 
the  same  function  may  be  idle  facilities. 

(d)  Any  costs  to  be  paid  directly  by  the  Government 
for  idle  facilities  or  idle  capacity  reserved  for  defense 
mobilization  production  shall  be  the  subject  of  a  sepa¬ 
rate  agreement. 

31.205-18  Independent  research  and  development  and 
bid  and  proposal  costs. 

(a)  Definitions. 

"Applied  research,”  as  used  in  this  subsection,  means 
that  effort  which  (1)  normally  follows  basic  research, 
but  may  not  be  severable  from  the  related  basic  re¬ 
search,  (2)  attempts  to  determine  and  exploit  the  poten¬ 
tial  of  scientific  discoveries  or  improvements  in  tech¬ 
nology,  materials,  processes,  methods,  devices,  or  tech¬ 
niques,  and  (3)  attempts  to  advance  the  state  of  the  art. 
Applied  research  does  not  include  efforts  whose  princi¬ 
pal  aim  is  design,  development,  or  test  of  specific  items 
or  services  to  be  considered  for  sale;  these  efforts  are 
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within  the  definition  of  the  term  “development,"  de¬ 
fined  below. 

“Basic  research,”  as  used  in  this  subsection,  means 
that  research  which  is  directed  toward  increase  of 
know’ca_,e  in  science.  The  primary  aim  of  basic  re¬ 
search  is  a  fuller  knowledge  or  understanding  of  the 
subject  under  study,  rather  than  any  practical  applica¬ 
tion  thereof. 

“Bid  and  proposal  (B&P)  costs,"  as  used  in  this  sub¬ 
division,  means  the  costs  incurred  in  preparing,  submit¬ 
ting,  and  supporting  bids  and  proposals  (whether  or  not 
solicited)  on  potential  Government  or  non-Govemment 
contracts.  The  term  does  not  include  the  costs  of  effort 
sponsored  by  a  grant  or  cooperative  agreement  or  re¬ 
quired  in  contract  performance. 

“Company,”  as  used  in  this  subsection,  means  all 
divisions,  subsidiaries,  and  affiliates  of  the  contractor 
under  common  control. 

“Development,”  as  used  in  this  subsection,  means  the 
systematic  use,  under  whatever  name,  of  scientific  and 
technical  knowledge  in  the  design,  development,  test, 
or  evaluation  of  a  potential  new  product  or  service  (or 
of  an  improvement  in  an  existing  product  or  service) 
for  the  purpose  of  meeting  specific  performance  re¬ 
quirements  or  objectives.  Development  includes  the 
functions  of  design  engineering,  prototyping,  and  engi¬ 
neering  testing.  Development  excludes:  (1)  subcontract¬ 
ed  technical  effort  which  is  for  the  sole  purpose  of 
developing  an  additional  source  for  an  existing  product, 
or  (2)  development  effort  for  manufacturing  or  produc¬ 
tion  materials,  systems,  processes,  methods,  equipment, 
tools,  and  techniques  not  intended  for  sale. 

"Independent  research  and  development  (IR&D)” 
means  a  contractor’s  IR&D  cost  that  is  not  sponsored 
by,  or  required  in  performance  of,  a  contract  or  grant 
and  that  consists  of  projects  falling  within  the  four 
following  areas:  (1)  basic  research,  (2)  applied  research, 

(3)  development,  and  (4)  systems  and  other  concept 
formulation  studies.  IR&D  effort  shall  not  include  tech¬ 
nical  effort  expended  in  developing  and  preparing  tech¬ 
nical  data  specifically  to  support  submitting  a  bid  or 
proposal. 

“Systems  and  other  concept  formulation  studies,”  as 
used  in  this  subsection,  means  analyses  and  study  ef¬ 
forts  either  related  to  specific  IR&D  efforts  or  directed 
toward  identifying  desirable  new  systems,  equipments 
or  components,  or  modifications  and  improvements  to 
existing  systems,  equipments,  or  components. 

(b)  Composition  and  allocation  of  costs.  The  require¬ 
ments  of  CAS  420,  Accounting  for  Independent  Re¬ 
search  and  Development  Costs  and  Bid  and  Proposal 
Costs,  are  incorporated  in  their  entirety  and  shall  apply 
as  follows— 

(1)  Fully-CAS-covered  contracts.  Contracts  that  are 
fully-CAS-covered  shall  be  subject  to  all  require¬ 
ments  of  CAS  420. 
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(2)  Modijied-CAS-covered  and  non-CAS-covered  con¬ 
tracts.  Contracts  that  are  not  CAS-covered  or  that 
contain  terms  or  conditions  requiring  modified  CAS 
coverage  shall  be  subject  to  all  requirements  of  CAS 
420  except  4  CFR  420.50(e)(2)  and  4  CFR 
420.50(f)(2),  which  are  not  then  applicable.  However, 
non-CAS  covered  or  modified  CAS-covered  con¬ 
tracts  awarded  at  a  time  the  contractor  has  CAS- 
covered  contracts  requiring  compliance  with  CAS 
420,  shall  be  subject  to  all  the  requirements  of  CAS 
420.  When  the  requirements  of  4  CFR  420.50(e)(2) 
and  4  CFR  420.50(0(2)  are  not  applicable,  the  fol¬ 
lowing  apply: 

(i)  IR&D  and  B&P  costs  shall  be  allocated  to 
final  cost  objectives  on  the  same  basis  of  allocation 
used  for  the  G&A  expense  grouping  of  the  profit 
center  (see  31.001)  in  which  the  costs  are  incurred. 
However,  when  IR&D  and  B&P  costs  clearly 
benefit  other  profit  centers  or  benefit  the  entire 
company,  those  costs  shall  be  allocated  through 
the  G&A  of  the  other  profit  centers  or  through 
the  corporate  G&A,  as  appropriate. 

(ii)  If  allocations  of  IR&D  or  B&P  through  the 
G&A  base  do  not  provide  equitable  cost  alloca¬ 
tion,  the  contracting  officer  may  approve  use  of  a 
different  base. 

(c)  Allowability.  Except  as  provided  in  paragraph  (d) 
below,  costs  for  IR&D  and  B&P  are  allowable  only  in 
accordance  with  the  following: 

(1)  Companies  required  to  negotiate  advance  agree¬ 
ments. 

(i)  Any  company  that  received  payments  for 
IR&D  and  B&P  costs  in  a  fiscal  year,  either  as  a 
prime  contractor  or  subcontractor,  exceeding 
$4,400,000  from  Government  agencies,  is  required  to 
negotiate  with  the  Government  an  advance  agree¬ 
ment  which  establishes  a  ceiling  for  allowability  of 
IR&D  and  B&P  costs  for  the  following  fiscal  year. 
This  agreement  is  binding  on  all  Government 
agencies,  unless  prohibited  by  statute.  The  require¬ 
ments  of  Section  203  of  Pub.  L.  91-441  necessitate 
that  the  Department  of  Defense  (DOD)  be  the 
lead  negotiating  agency  when  the  contractor  has 
received  more  than  $4,400,000  in  payments  for 
IR&D  and  B&P  from  DOD.  Computation  of 
IR&D  and  B&P  costs  to  determine  whether  the 
threshold  criterion  was  reached  shall  include  only 
recoverable  IR&D  and  B&P  costs  allocated  during 
the  company’s  previous  fiscal  year  to  prime  con¬ 
tracts  and  subcontracts  for  which  the  submission 
and  certification  of  cost  or  pricing  data  were  re¬ 
quired.  (Also  see  paragraph  (b)  above  and  15.804.) 
The  computation  shall  include  full  burdening  pur¬ 
suant  to  CAS  420. 

(ii)  When  a  company  meets  the  criterion  in  (ij 
above,  required  advance  agreements  may  be  nego¬ 
tiated  at  the  corporate  level  and/or  with  those 
profit  centers  that  contract  directly  with  the  Gov¬ 


ernment  and  that  in  the  preceding  year  allocated  i 
recoverable  IR&D  and  B&P  costs  exceeding 
$550,000,  including  burdening,  to  contracts  and  | 
subcontracts  for  which  the  submission  and  certifi¬ 
cation  of  cost  or  pricing  data  were  required  (also 
see  paragraph  (b)  above  and  15.804).  When  ceil¬ 
ings  are  negotiated  for  separate  profit  centers  of 
the  company,  the  allowability  of  IR&D  and  B&P 
costs  for  any  center  that  in  its  previous  fiscal  year 
did  not  reach  the  $550,000  threshold  may  be  deter-  | 
mined  in  accordance  with  subparagraph  (cX2) 
below. 

(iii)  Ceilings  are  the  maximum  dollar  amounts  of  j 
total  IR&D  and  B&P  costs  that  will  be  allowable 
for  allocation  over  the  appropriate  base  for  that 
part  of  the  company’s  operation  covered  by  an  j 
advance  agreement. 

(iv)  No  IR&D  and  B&P  cost  shall  be  allowable  j 
if  a  company  fails  to  initiate  negotiation  of  a  re¬ 
quired  advance  agreement  before  the  end  of  the 
fiscal  year  for  which  the  agreement  is  required. 

(v)  When  negotiations  are  held  with  a  company  1 
meeting  the  $4,400,000  criterion  or  with  separate  j 
profit  centers  (when  negotiations  are  held  at  that 
level  under  (ii)  above),  and  if  no  advance  agree- 
ment  is  reached,  payment  for  IR&D  and  B&P 
costs  shall  be  reduced  below  that  which  the  com¬ 
pany  or  profit  center  would  have  otherwise  re¬ 
ceived.  The  amount  of  such  reduced  payment  shall 
not  exceed  75  percent  of  the  amount  which,  in  the 
opinion  of  the  contracting  officer,  the  company  or 
profit  center  would  be  entitled  to  receive  under  an 
advance  agreement.  Written  notification  of  the 
contracting  officer’s  determination  of  a  reduced 
amount  shall  be  provided  the  contractor.  In  the 
event  that  an  advance  agreement  is  not  reached 
before  the  end  of  the  contractor’s  fiscal  year  for 
which  the  agreement  is  to  apply,  negotiations  shall 
immediately  be  terminated,  and  the  contracting  of¬ 
ficer  shall  furnish  a  determination  of  the  reduced 
amount. 

(vi)  Contractors  may  appeal  decisions  of  the 
contracting  officer  to  reduce  payment.  The  appeal 
shall  be  filed  with  the  contracting  officer  within  30 
days  of  receipt  of  the  contracting  officer’s  determi¬ 
nation.  (Also  see  Subpart  42.10.) 

(2)  Companies  not  required  to  negotiate  advance 
agreements.  Ceilings  for  allowable  IR&D  and  B&P 
costs  for  companies  not  required  to  negotiate  ad¬ 
vance  agreements  in  accordance  with  subparagraph 
(c)(1)  above  shall  be  established  by  a  formula,  either 
on  a  company-wide  basis  or  by  profit  centers,  com¬ 
puted  as  follows: 

(i)  Determine  the  ratio  of  IR&D/B&P  costs  to 
total  sales  (or  other  base  acceptable  to  the  con¬ 
tracting  officer)  for  each  of  the  preceding  three 
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years  and  average  the  two  highest  of  these  ratios; 
this  average  is  the  IR&D/B&P  historical  ratio; 

(ii)  Compute  the  average  annual  IR&D/B&P 
costs  (hereafter  called  average),  using  the  two 
highest  of  the  preceding  three  years; 

(iii)  IR&D/B&P  costs  for  the  center  for  the  cur¬ 
rent  year  which  are  not  in  excess  of  the  product  of 
the  center’s  actual  total  sales  (or  other  accepted 
base)  for  the  current  year  and  the  IR&D/B&P 
historical  ratio  computed  under  (i)  above  (hereaf¬ 
ter  called  product)  shall  be  considered  allowable 
only  to  the  extent  the  product  does  not  exceed  120 
percent  of  the  average.  If  the  product  is  less  than 
80  percent  of  the  average,  costs  up  to  80  percent 
of  the  average  shall  be  allowable. 

(iv)  However,  at  the  discretion  of  the  contract¬ 
ing  officer,  an  advance  agreement  may  be  negotiat¬ 
ed  when  the  contractor  can  demonstrate  that  the 
formula  would  produce  a  clearly  inequitable  cost 
recovery. 

(d)  Deferred  IR&D  and  B&P  costs.  (1)  IR&D  costs 
that  were  incurred  in  previous  accounting  periods  are 
unallowable,  except  when  a  contractor  has  developed  a 
specific  product  at  its  own  risk  in  anticipation  of  recov¬ 
ering  the  development  costs  in  the  sale  price  of  the 
product  provided  that — 

(i)  The  total  amount  of  IR&D  costs  applicable 
to  the  product  can  be  identified; 

(ii)  The  proration  of  such  costs  to  sales  of  the 
product  is  reasonable; 

(iii)  The  contractor  had  no  Government  business 
during  the  time  that  the  costs  were  incurred  or  did 
not  allocate  IR&D  costs  to  Government  contracts 
except  to  prorate  the  cost  of  developing  a  specific 
product  to  the  sales  of  that  product;  and 

(iv)  No  costs  of  current  IR&D  programs  are 
allocated  to  Government  work  except  to  prorate 
the  costs  of  developing  a  specific  product  to  the 
sales  of  that  product. 

(2)  When  deferred  costs  are  recognized,  the  con¬ 
tract  (except  firm-fixed-price  and  fixed-price  with 
economic  price  adjustment)  will  include  a  specific 
provision  setting  forth  the  amount  of  deferred  IR&D 
costs  that  are  allocable  to  the  contract.  The  negotia¬ 
tion  memorandum  will  state  the  circumstances  per¬ 
taining  to  the  case  and  the  reason  for  accepting  the 
deferred  costs. 

31.205-19  Insurance  and  indemnification. 

(a)  Insurance  by  purchase  or  by  self-insuring  includes 
coverage  the  contractor  is  required  to  carry,  or  to  have 
approved,  under  the  terms  of  the  contract  and  any 
other  coverage  the  contractor  maintains  in  connection 
with  the  general  conduct  of  its  business.  Any  contrac¬ 
tor  desiring  to  establish  a  program  of  self-insurance 
applicable  to  contracts  that  are  not  subject  to  CAS  416, 
Accounting  for  Insurance  Costs,  shall  comply  with  the 
self-insurance  requirements  of  that  standard  as  well  as 
with  Part  28  of  this  Regulation.  However,  approval  of 
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a  contractor’s  insurance  program  in  accordance  with 
Part  28  does  not  constitute  a  determination  as  to  the 
allowability  of  the  program’s  cost.  The  amount  of  in¬ 
surance  costs  which  may  be  allowed  is  subject  to  the 
cost  limitations  and  exclusions  in  the  following  subpara¬ 
graphs. 

(1)  Costs  of  insurance  required  or  approved,  and 
maintained  by  the  contractor  pursuant  to  the  con¬ 
tract,  are  allowable. 

(2)  Costs  of  insurance  maintained  by  the  contrac¬ 
tor  in  connection  with  the  general  conduct  of  its 
business  are  allowable,  subject  to  the  following  limi¬ 
tations: 

(i)  Types  and  extent  of  coverage  shall  follow 
sound  business  practice,  and  the  rates  and  premi¬ 
ums  must  be  reasonable. 

(ii)  Costs  allowed  for  business  interruption  or 
other  similar  insurance  must  be  limited  to  exclude 
coverage  of  profit. 

(iii)  The  cost  of  property  insurance  premiums 
for  insurance  coverage  in  excess  of  the  acquisition 
cost  of  the  insured  assets  is  allowable  only  when 
the  contractor  has  a  formal  written  policy  assuring 
that  in  the  event  the  insured  property  is  involun¬ 
tarily  converted,  the  new  asset  shall  be  valued  at 
the  book  vaiue  of  the  replaced  asset  plus  or  minus 
adjustments  for  differences  between  insurance  pro¬ 
ceeds  and  actual  replacement  cost.  If  the  contrac¬ 
tor  does  not  have  such  a  formal  written  policy,  the 
cost  of  premiums  for  insurance  coverage  in  excess 
of  the  acquisition  cost  of  the  insured  asset  is  un¬ 
allowable. 

(iv)  Costs  of  insurance  for  the  risk  of  loss  of  or 
damage  to  Government  property  are  allowable 
only  to  the  extent  that  the  contractor  is  liable  for 
such  loss  or  damage  and  such  insurance  does  not 
cover  loss  or  damage  that  results  from  willful  mis¬ 
conduct  or  lack  of  good  faith  on  the  part  of  any  of 
the  contractor’s  directors  or  officers  or  other 
equivalent  representatives. 

(v)  Contractors  operating  under  a  program  of 
self-insurance  must  obtain  approval  of  the  program 
when  required  by  28.308(a). 

(vi)  Costs  of  insurance  on  the  lives  of  officers, 
partners,  or  proprietors  are  allowable  only  to  the 
extent  that  the  insurance  represents  additional 
compensation  (see  31.205-6). 

(3)  Actual  losses  are  unallowable  unless  expressly 
provided  for  in  the  contract,  except — 

(i)  Losses  incurred  under  the  nominal  deductible 
provisions  of  purchased  insurance,  in  keeping  with 
sound  business  practice,  are  allowable  for  contracts 
not  subject  to  CAS  416  and  when  the  contractor 
did  not  establish  a  self-insurance  program.  Such 
contracts  are  not  subject  to  the  self-insurance  re¬ 
quirements  of  CAS  416.  For  contracts  subject  to 
CAS  416,  and  for  those  made  subject  to  the  self- 
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insurance  requirements  of  that  Standard  as  a  result 
of  the  contractor’s  having  established  a  self-insur¬ 
ance  program  (see  paragraph  (a)  above),  actual 
losses  may  be  used  as  a  basis  for  charges  under  a 
self-insurance  program  when  the  actual  amount  of 
losses  will  not  differ  significantly  from  the  project¬ 
ed  average  losses  for  the  accounting  period  (see  4 
CFR  416.50(a)(2)(H)).  In  those  instances  where  an 
actual  loss  has  occurred  and  the  present  value  of  the 
liability  is  determined  under  the  provisions  of  CAS 
416.50(a)(3)(ii),  the  allowable  cost  shall  be  limited  to 
an  amount  computed  using  as  a  discount  rate  the  in¬ 
terest  rate  determined  by  the  Secretary  of  the  Treas¬ 
ury  pursuant  to  50  U.S.C.  App.  1215(b)(2)  in  effect 
at  the  time  the  loss  is  recognized.  However,  the  full 
amount  of  a  lump-sum  settlement  to  be  paid  within  a 
year  of  the  date  of  settlement  is  allowable. 

(ii)  Minor  losses,  such  as  spoilage,  breakage,  and 
disappearance  of  small  hand  tools  that  occur  in  the 
ordinary  course  of  doing  business  and  that  are  not 
covered  by  insurance  are  allowable. 

(4)  The  cost  of  insurance  to  protect  the  contractor 
against  the  costs  of  correcting  its  own  defects  in 
materials  or  workmanship  is  unallowable.  However, 
insurance  costs  to  cover  fortuitous  or  casualty  losses 
resulting  from  defects  in  materials  or  workmanship 
are  allowable  as  a  normal  business  expense. 

(5)  Premiums  for  retroacfive  or  backdated  insur¬ 
ance  written  to  cover  occurred  and  known  losses  are 
unallowable. 

(b)  If  purchased  insurance  is  available,  the  charge  for 
any  self-insurance  coverage  plus  insurance  administra¬ 
tion  expenses  shall  not  exceed  the  cost  of  comparable 
purchased  insurance  plus  associated  insurance  adminis¬ 
tration  expenses. 

(c)  Insurance  provided  by  captive  insurers  (insurers 
owned  by  or  under  the  control  of  the  contractor)  is 
considered  self-insurance,  and  charges  for  it  must 
comply  with  the  self-insurance  provisions  of  CAS  416. 
However,  if  the  captive  insurer  also  sells  insurance  to 
the  general  public  in  substantial  quantities  and  it  can  be 
demonstrated  that  the  charge  to  the  contractor  is  based 
on  competitive  market  forces,  the  insurance  will  be 
considered  purchased  insurance. 

(d)  The  allowability  of  premiums  for  insurance  pur¬ 
chased  from  fronting  insurance  companies  (insurance 
companies  not  related  to  the  contractor  but  who  rein¬ 
sure  with  a  captive  insurer  of  the  contractor)  shall  not 
exceed  the  amount  (plus  reasonable  fronting  company 
charges  for  services  rendered)  which  the  contractor 
would  have  been  allowed  had  it  insured  directly  with 
the  captive  insurer. 

(e)  Self-insurance  charges  for  risks  of  catastrophic 
losses  are  not  allowable  (see  28.308(e)). 

(0  The  Government  is  obligated  to  indemnify  the 
contractor  only  to  the  extent  authorized  by  law,  as 
expressly  provided  for  in  the  contract,  except  as  provided 
in  paragraph  (a)(3)  above. 


(g)  Late  premium  payment  charges  related  to  em¬ 
ployee  deferred  compensation  plan  insurance  incurred 
pursuant  to  Section  4007  (29  U.S.C.  1307)  or  Section 
4023  (29  U.S.C.  1323)  of  the  Employee  Retirement 
Income  Security  Act  of  1974  are  unallowable. 

31.205- 20  Interest  and  other  financial  costs. 

Interest  on  borrowings  (however  represented),  bond 
discounts,  costs  of  financing  and  refinancing  capital 
(net  worth  plus  long-term  liabilities),  legal  and  profes¬ 
sional  fees  paid  in  connection  with  preparing  prospec¬ 
tuses,  costs  of  preparing  and  issuing  stock  rights,  and 
directly  associated  costs  are  unallowable  except  for  in¬ 
terest  assessed  by  State  or  local  taxing  authorities  under 
the  conditions  specified  in  31.205-41  (but  see  31.205-28). 

31.205- 21  Labor  relations  costs. 

Costs  incurred  in  maintaining  satisfactory  relations 
between  the  contractor  and  its  employees,  including 
costs  of  shop  stewards,  labor  management  committees, 
employee  publications,  and  other  related  activities,  are 
allowable. 

31.205- 22  Legislative  lobbying  costs. 

(a)  Costs  associated  with  the  following  activities  are 
unallowable: 

(1)  Attempts  to  influence  the  outcomes  of  any  Federal, 
State,  or  local  election,  referendum,  initiative,  or  similar 
procedure,  through  in  kind  or  cash  contributions, 
endorsements,  publicity,  or  similar  activities; 

(2)  Establishing,  administering,  contributing  to,  or 
paying  the  expenses  of  a  political  party,  campaign,  politi¬ 
cal  action  committee,  or  other  organization  established 
for  the  purpose  of  influencing  the  outcomes  of  elections; 

(3)  Any  attempt  to  influence  (i)  the  introduction  of 
Federal  or  state  legislation,  or  (ii)  the  enactment  or 
modification  of  any  pending  Federal  or  state  legislation 
through  communication  with  any  member  or  employee 
of  the  Congress  or  state  legislature  (including  efforts  to 
influence  state  or  local  officials  to  engage  in  similar 
lobbying  activity),  or  with  any  government  official  or 
employee  in  connection  with  a  decision  to  sign  or  veto 
enrolled  legislation; 

(4)  Any  attempt  to  influence  (i)  the  introduction  of 
Federal  or  state  legislation,  or  (ii)  the  enactment  or 
modification  of  any  pending  Federal  or  state  legislation 
by  preparing,  distributing  or  using  publicity  or  propa¬ 
ganda,  or  by  urging  members  of  the  general  public  or 
any  segment  thereof  to  contribute  to  or  participate  in 
any  mass  demonstration,  march,  rally,  fund  raising  drive, 
lobbying  campaign  or  letter  writing  or  telephone  cam¬ 
paign;  or 

(5)  Legislative  liaison  activities,  including  attendance 
at  legislative  sessions  or  committee  hearings,  gathering 
information  regarding  legislation,  and  analyzing  the 
effect  of  legislation,  when  such  activities  are  carried  on 
in  support  of  or  in  knowing  preparation  for  an  effort  to 
engage  in  unallowable  activities. 

(b)  The  following  activities  are  excepted  from  the 
coverage  of  (a)  above: 


31-25 


FAC  84-26 


JULY  30, 1987 

FEDERAL  ACQUISITION  REGULATION  (FAR) 


31.205-23 

(1)  Providing  a  technical  and  factual  presentation  of 
information  on  a  topic  directly  related  to  the  perform¬ 
ance  of  a  contract  through  hearing  testimony,  statements 
or  letters  to  the  Congress  or  a  state  legislature,  or 
subdivision,  member,  or  cognizant  staff  member  thereof, 
in  response  to  a  documented  request  (including  a  Con¬ 
gressional  Record  notice  requesting  testimony  or  state¬ 
ments  for  the  record  at  a  regularly  scheduled  hearing) 
made  by  the  recipient  member,  legislative  body  or  subdi¬ 
vision,  or  a  cognizant  staff  member  thereof;  provided 
such  information  is  readily  obtainable  and  can  be  readily 
put  in  deliverable  form;  and  further  provided  that  costs 
under  this  section  for  transportation,  lodging  or  meals 
are  unallowable  unless  incurred  for  the  purpose  of  offer¬ 
ing  testimony  at  a  regularly  scheduled  Congressional 
hearing  pursuant  to  a  written  request  for  such  presenta¬ 
tion  made  by  the  Chairman  or  Ranking  Minority  Mem¬ 
ber  of  the  Committee  or  Subcommittee  conducting  such 
hearing. 

(2)  Any  lobbying  made  unallowable  by  (a)(3)  above  to 
influence  state  legislation  in  order  to  directly  reduce 
contract  cost,  or  to  avoid  material  impairment  of  the 
contractor’s  authority  to  perform  the  contract. 

(3)  Any  activity  specifically  authorized  by  statute  to 
be  undertaken  with  funds  from  the  contract. 

(c)  When  a  contractor  seeks  reimbursement  for  indi¬ 
rect  costs,  total  lobbying  costs  shall  be  separately  identi¬ 
fied  in  the  indirect  cost  rate  proposal,  and  thereafter 
treated  as  other  unallowable  activity  costs. 

(d)  Contractors  shall  submit  as  part  of  their  annual 
indirect  cost  rate  proposals  a  certification  that  the 
requirements  and  standards  of  this  subsection  have  been 
complied  with. 

(e)  Contractors  shall  maintain  adequate  records  to 
demonstrate  that  the  certification  of  costs  as  being  allow¬ 
able  or  unallowable  pursuant  to  this  subsection  complies 
with  the  requirements  of  this  subsection. 

(f)  Time  logs,  calendars,  or  similar  records  shall  not 
be  required  to  be  created  for  purposes  of  complying  with 
this  subsection  during  any  particular  calendar  month 
when — 

(1)  The  employee  engages  in  lobbying  (as  defined 
in  paragraphs  (a)  and  (b)  of  this  subsection)  25  percent 
or  less  of  the  employee’s  compensated  hours  of  em¬ 
ployment  during  that  calendar  month;  and 

(2)  Within  the  preceding  5-year  period,  the  organ¬ 
ization  has  not  materially  misstated  allowable  or  unal¬ 
lowable  costs  of  any  nature,  including  legislative 
lobbying  costs.  When  conditions  of  subparagraphs 
(f)(1)  and  (2)  of  this  subsection  are  met,  contractors  are 
not  required  to  establish  records  to  support  the  allow¬ 
ability  of  claimed  costs  in  addition  to  records  already 
required  or  maintained.  Also,  when  conditions  of  sub- 
paragraphs  (f)(l )  and  (2)  of  this  subsection  are  met,  the 
absence  of  time  logs,  calendars,  or  similar  records  will 
not  serve  as  a  basis  for  disallowing  costs  by  contesting 
estimates  of  lobbying  time  spent  by  employees  during  a 
calendar  month. 


(g)  Existing  procedures  should  be  utilized  to  resolve  in 
advance  any  significant  questions  or  disagreements 
concerning  the  interpretation  or  application  of  this 
subsection. 

31.205- 23  Losses  on  other  contracts. 

An  excess  of  costs  over  income  under  any  other 
contract  (including  the  contractor’s  contributed  portion 
under  cost-sharing  contracts)  is  unallowable. 

31.205- 24  Maintenance  and  rep*'  *osts. 

(a)  Costs  necessary  for  the  upkeep  of  property  (in¬ 
cluding  Government  property,  unless  otherwise  pro¬ 
vided  for)  that  neither  add  to  the  permanent  value  of 
the  property  nor  appreciably  prolong  its  intended  life, 
but  keep  it  in  an  efficient  operating  condition,  are  to  be 
treated  as  follows  (but  see  31.205-11): 

(1)  Normal  maintenance  and  repair  costs  are  al¬ 
lowable. 

(2)  Extraordinary  maintenance  and  repair  costs  are 
allowable,  provided  those  costs  are  allocated  to  the 
applicable  periods  for  purposes  of  determining  con¬ 
tract  costs  (but  see  31.109). 

(b)  Expenditures  for  plant  and  equipment,  including 
rehabilitation  which  should  be  capitalized  and  subject 
to  depreciation,  according  to  generally  accepted  ac¬ 
counting  principles  as  applied  under  the  contractor’s 
established  policy  or,  when  applicable,  according  to 
CAS  404,  Capitalization  of  Tangible  Assets,  are  allow¬ 
able  only  on  a  depreciation  basis. 

31.205- 25  Manufacturing  and  production  engineering 
costs. 

(a)  The  costs  of  manufacturing  and  production  engi¬ 
neering  effort  as  described  in  (1)  through  (4)  below  are 
all  allowable: 

(1)  Developing  and  deploying  new  or  improved 
materials,  systems,  processes,  methods,  equipment, 
tools  and  techniques  that  are  or  are  expected  to  be 
used  in  producing  products  or  services; 

(2)  Developing  and  deploying  pilot  production 
lines; 

(3)  Improving  current  production  functions,  such 
as  plant  layout,  production  scheduling  and  control, 
methods  and  job  analysis,  equipment  capabilities  and 
capacities,  inspection  techniques,  and  tooling  analysis 
(including  tooling  design  and  application  improve¬ 
ments);  and 

(4)  Material  and  manufacturing  producibility  anal¬ 
ysis  for  production  suitability  and  to  optimize  manu¬ 
facturing  processes,  methods,  and  techniques. 

(b)  This  cost  principle  does  not  cover: 

(1)  Basic  and  applied  research  effort  (as  defined  in 

3 1.205-  18(a))  related  to 'new  technology,  materials, 
systems,  processes,  methods,  equipment,  tools  and 
techniques.  Such  technical  effort  is  governed  by 

31.205- 18,  Independent  research  and  development 
costs;  and 

(2)  Development  effort  for  manufacturing  or  pro¬ 
duction  materials,  systems,  processes,  methods, 
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equipment,  tools  and  techniques  that  are  intended  for  tract,  the  actual  purchase  cost  of  those  materials  should 
sale  is  also  governed  by  31.205-18.  be  charged  to  the  contract.  If  material  is  issued  from 


(c)  Where  manufacturing  or  production  development 
costs  are  capitalized  or  required  to  be  capitalized  under 
the  contractor’s  capitalization  policies,  allowable  cost 
will  be  determined  in  accordance  with  the  require¬ 
ments  of  31.205-11,  Depreciation. 

31  JOS-26  Material  costs. 

(a)  Material  costs  include  the  costs  of  such  items  as 
raw  materials,  parts,  sub-assemblies,  components,  and 
manufacturing  supplies,  whether  purchased  or  manu¬ 
factured  by  the  contractor,  and  may  include  such  col¬ 
lateral  items  as  inbound  transportation  and  intransit  in¬ 
surance.  In  computing  material  costs,  consideration 
shall  be  given  to  reasonable  overruns,  spoilage,  or  de¬ 
fective  work  (unless  otherwise  provided  in  any  con¬ 
tract  provision  relating  to  inspecting  and  correcting 
defective  work).  These  costs  are  allowable,  subject  to 
the  requirements  of  paragraphs  (b)  through  (e)  below. 

(b)  Costs  of  material  shall  be  adjusted  for  income  and 
other  credits,  including  available  trade  discounts,  re¬ 
funds,  rebates,  allowances,  and  cash  discounts,  and 
credits  for  scrap,  salvage,  and  material  returned  to  ven¬ 
dors.  Such  income  and  other  credits  shall  either  be 
credited  directly  to  the  cost  of  the  material  or  be  allo¬ 
cated  as  a  credit  to  indirect  costs.  When  the  contractor 
can  demonstrate  that  failure  to  take  cash  discounts  was 
reasonable,  lost  discounts  need  not  be  credited. 

(c)  Reasonable  adjustments  arising  from  differences 
between  periodic  physical  inventories  and  book  inven¬ 
tories  may  be  included  in  arriving  at  costs;  provided, 
such  adjustments  relate  to  the  period  of  contract  per¬ 
formance. 

(d)  When  materials  are  purchased  specifically  for  and 
are  identifiable  solely  with  performance  under  a  con- 


stores,  any  generally  recognized  method  of  pricing 
such  material  is  acceptable  if  that  method  is  consistent¬ 
ly  applied  and  the  results  are  equitable.  When  estimates 
of  future  material  costs  are  required,  current  market 
price  or  anticipated  acquisition  cost  may  be  used,  but 
the  basis  of  pricing  must  be  disclosed. 

(e)  Allowance  for  all  materials,  supplies,  and  services 
that  are  sold  or  transferred  between  any  divisions,  sub¬ 
sidiaries,  or  affiliates  of  the  contractor  under  a  common 
control  shall  be  on  the  basis  of  cost  incurred  in  accord¬ 
ance  with  this  subpart.  However,  allowance  may  be  at 
a  price  when  it  is  the  established  practice  of  the  trans¬ 
ferring  organization  to  price  interorganizational  trans¬ 
fers  at  other  than  cost  for  commercial  work  of  the 
contractor  or  any  division,  subsidiary,  or  affiliate  of  the 
contractor  under  a  common  control,  and  when  the 
price — 

(1)  Is  or  is  based  on  an  “established  catalog  or 
market  price  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public”  in  accordance  with 
15.804;  or 

(2)  Is  the  result  of  “adequate  price  competition”  in 
accordance  with  15.804  and  is  the  price  at  which  an 
award  was  made  to  the  affiliated  organization  after 
obtaining  quotations  on  an  equal  basis  from  such 
organization  and  one  or  more  outside  sources  that 
produce  the  item  or  its  equivalent  in  significant  quan¬ 
tity. 

(3)  Provided,  that  in  either  subparagraph  (1)  or  (2) 
above — 

(i)  The  price  is  not  in  excess  of  the  transferor's 
current  sales  price  to  its  most  favored  customer 
(including  any  division,  subsidiary  or  affiliate  of 
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insurance  requirements  of  that  Standard  as  a  result 
of  the  contractor’s  having  established  a  self-insur¬ 
ance  program  (see  paragraph  (a)  above),  actual 
losses  may  be  used  as  a  basis  for  charges  under  a 
self-insurance  program  when  the  actual  amount  of 
losses  will  not  differ  significantly  from  the  project¬ 
ed  average  losses  for  the  accounting  period  (see  4 
CFR  416.50(a)(2)(ii)).  In  those  instances  where  an 
actual  loss  has  occurred  and  the  present  value  of  the 
liability  is  determined  under  the  provisions  of  CAS 
416. 50(a)(3)(ii),  the  allowable  cost  shall  be  limited  to 
an  amount  computed  using  as  a  discount  rate  the  in¬ 
terest  rate  determined  by  the  Secretary  of  the  Treas¬ 
ury  pursuant  to  50  U.S.C.  App.  1215(b)(2)  in  effect 
at  the  time  the  loss  is  recognized.  However,  the  full 
amount  of  a  lump-sum  settlement  to  be  paid  within  a 
year  of  the  date  of  settlement  is  allowable. 

(ii)  Minor  losses,  such  as  spoilage,  breakage,  and 
disappearance  of  small  hand  tools  that  occur  in  the 
ordinary  course  of  doing  business  and  that  are  not 
covered  by  insurance  are  allowable 

(4)  The  cost  of  insurance  to  protect  the  contractor 
against  the  costs  of  correcting  its  own  defects  in 
materials  or  workmanship  is  unallowable.  However, 
insurance  costs  to  cover  fortuitous  or  casualty  losses 
resulting  from  defects  in  materials  or  workmanship 
are  allowable  as  a  normal  business  expense. 

(5)  Premiums  for  retroactive  or  backdated  insur¬ 
ance  written  to  cover  occurred  and  known  losses  are 
unallowable. 

(b)  If  purchased  insurance  is  available,  the  charge  for 
any  self-insurance  coverage  plus  insurance  administra¬ 
tion  expenses  shall  not  exceed  the  cost  of  comparable 
purchased  insurance  plus  associated  insurance  adminis¬ 
tration  expenses. 

(c)  Insurance  provided  by  captive  insurers  (insurers 
owned  by  or  under  the  control  of  the  contractor)  is 
considered  self-insurance,  and  charges  for  it  must 
comply  with  the  self-insurance  provisions  of  CAS  416. 
However,  if  the  captive  insurer  also  sells  insurance  to 
the  general  public  in  substantial  quantities  and  it  can  be 
demonstrated  that  the  charge  to  the  contractor  is  based 
on  competitive  market  forces,  the  insurance  will  be 
considered  purchased  insurance. 

(d)  The  allowability  of  premiums  for  insurance  pur¬ 
chased  from  fronting  insurance  companies  (insurance 
companies  not  related  to  the  contractor  but  who  rein¬ 
sure  with  a  captive  insurer  of  the  contractor)  shall  not 
exceed  the  amount  (plus  reasonable  fronting  company 
charges  for  services  rendered)  which  the  contractor 
would  have  been  allowed  had  it  insured  directly  with 
the  captive  insurer. 

(e)  Self-insurance  charges  for  risks  of  catastrophic 
losses  are  not  allowable  (see  28.308(e)). 

(0  The  Government  is  obligated  to  indemnify  the 
contractor  only  to  the  extent  authorized  by  law,  as 
expressly  provided  for  in  the  contract,  except  as  provided 
in  paragraph  (a)(3)  above. 


(g)  Late  premium  payment  charges  related  to  em¬ 
ployee  deferred  compensation  plan  insurance  incurred 
pursuant  to  Section  4007  (29  U.S.C.  1307)  or  Section 
4023  (29  U.S.C.  1323)  of  the  Employee  Retirement 
Income  Security  Act  of  1974  are  unallowable. 

31.205*20  Interest  and  other  financial  costs. 

Interest  on  borrowings  (however  represented),  bond 
discounts,  costs  of  financing  and  refinancing  capital 
(net  worth  plus  long-term  liabilities),  legal  and  profes¬ 
sional  fees  paid  in  connection  with  preparing  prospec¬ 
tuses,  costs  of  preparing  and  issuing  stock  rights,  and 
directly  associated  costs  are  unallowable  except  for  in¬ 
terest  assessed  by  State  or  local  taxing  authorities  under 
the  conditions  specified  in  31.205-41  (but  see  31.205-28). 

31.205- 21  Labor  relations  costs. 

Costs  incurred  in  maintaining  satisfactory  relations 
between  the  contractor  and  its  employees,  including 
costs  of  shop  stewards,  labor  management  committees, 
employee  publications,  and  other  related  activities,  are 
allowable. 

31.205- 22  Legislative  lobbying  costs. 

(a)  Costs  associated  with  the  following  activities  are 
unallowable: 

(1)  Attempts  to  influence  the  outcomes  of  any  Federal, 
State,  or  local  election,  referendum,  initiative,  or  similar 
procedure,  through  in  kind  or  cash  contributions, 
endorsements,  publicity,  or  similar  activities; 

(2)  Establishing,  administering,  contributing  to,  or 
paying  the  expenses  of  a  political  party,  campaign,  politi¬ 
cal  action  committee,  or  other  organization  established 
for  the  purpose  of  influencing  the  outcomes  of  elections; 

(3)  Any  attempt  to  influence  (i)  the  introduction  of 
Federal  or  state  legislation,  or  (ii)  the  enactment  or 
modification  of  any  pending  Federal  or  state  legislation 
through  communication  with  any  member  or  employee 
of  the  Congress  or  state  legislature  (including  efforts  to 
influence  state  or  local  officials  to  engage  in  similar 
lobbying  activity),  or  with  any  government  official  or 
employee  in  connection  with  a  decision  to  sign  or  veto 
enrolled  legislation; 

(4)  Any  attempt  to  influence  (i)  the  introduction  of 
Federal  or  state  legislation,  or  (ii)  the  enactment  or 
modification  of  any  pending  Federal  or  state  legislation 
by  preparing,  distributing  or  using  publicity  or  propa¬ 
ganda,  or  by  urging  members  of  the  general  public  or 
any  segment  thereof  to  contribute  to  or  participate  in 
any  mass  demonstration,  march,  rally,  fund  raising  drive, 
lobbying  campaign  or  letter  writing  or  telephone  cam¬ 
paign;  or 

(5)  Legislative  liaison  activities,  including  attendance 
at  legislative  sessions  or  committee  hearings,  gathering 
information  regarding  legislation,  and  analyzing  the 
effect  of  legislation,  when  such  activities  are  carried  on 
in  support  of  or  in  knowing  preparation  for  an  effort  to 
engage  in  unallowable  activities. 

(b)  The  following  activities  are  excepted  from  the 
coverage  of  'a)  above: 
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(1)  Providing  a  technical  and  factual  presentation  of 
information  on  a  topic  directly  related  to  the  perform¬ 
ance  of  a  contract  through  hearing  testimony,  statements 
or  letters  to  the  Congress  or  a  state  legislature,  or 
subdivision,  member,  or  cognizant  staff  member  thereof, 
in  response  to  a  documented  request  (including  a  Con¬ 
gressional  Record  notice  requesting  testimony  or  state¬ 
ments  for  the  record  at  a  regularly  scheduled  hearing) 
made  by  the  recipient  member,  legislative  body  or  subdi¬ 
vision,  or  a  cognizant  staff  member  thereof;  provided 
such  information  is  readily  obtainable  and  can  be  readily 
put  in  deliverable  form;  and  further  provided  that  costs 
under  this  section  for  transportation,  lodging  or  meals 
are  unallowable  unless  incurred  for  the  purpose  of  offer¬ 
ing  testimony  at  a  regularly  scheduled  Congressional 
hearing  pursuant  to  a  written  request  for  such  presenta¬ 
tion  made  by  the  Chairman  or  Ranking  Minority  Mem¬ 
ber  of  the  Committee  or  Subcommittee  conducting  such 
hearing. 

(2)  Any  lobbying  made  unallowable  by  (a)(3)  above  to 
influence  state  legislation  in  order  to  directly  reduce 
contract  cost,  or  to  avoid  material  impairment  of  the 
contractor’s  authority  to  perform  the  contract. 

(3)  Any  activity  specifically  authorized  by  statute  to 
be  undertaken  with  funds  from  the  contract. 

(c)  When  a  contractor  seeks  reimbursement  for  indi¬ 
rect  costs,  total  lobbying  costs  shall  be  separately  identi¬ 
fied  in  the  indirect  cost  rate  proposal,  and  thereafter 
treated  as  other  unallowable  activity  costs. 

(d)  Contractors  shall  submit  as  part  of  their  annual 
indirect  cost  rate  proposals  a  certification  that  the 
requirements  and  standards  of  this  subsection  have  been 
complied  with. 

(e)  Contractors  shall  maintain  adequate  records  to 
demonstrate  that  the  certification  of  costs  as  being  allow¬ 
able  or  unallowable  pursuant  to  this  subsection  complies 
with  the  requirements  of  this  subsection. 

(0  Time  logs,  calendars,  or  similar  records  document¬ 
ing  the  portion  of  an  employee’s  time  that  is  treated  as  an 
indirect  cost  shall  not  be  required  for  the  purposes  of 
complying  with  this  subsection,  and  the  absence  of  such 
records  which  are  not  kept  pursuant  to  the  discretion  of 
the  contractor  will  not  serve  as  a  basis  for  disallowing 
allowable  costs  by  contesting  estimates  of  unallowable 
lobbying  time  spent  by  employees  during  any  calendar 
month  unless:  (1)  the  employee  engages  in  lobbying,  as 
defined  in  (a)  and  (b)  above,  more  than  25%  of  the 
employee's  compensated  hours  of  employment  during 
that  calendar  month;  or  (2)  the  organization  has  material¬ 
ly  misstated  allowable  or  unallowable  costs  within  the 
preceding  five  year  period. 

(g)  Existing  procedures  should  be  utilized  to  resolve  in 
advance  any  significant  questions  or  disagreements 
concerning  the  interpretation  or  application  of  this 
subsection. 

31.205-23  Lowes  on  other  contracts. 

An  excess  of  costs  over  income  under  any  other 
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contract  (including  the  contractor’s  contributed  portion 
under  cost-sharing  contracts)  is  unallowable. 

31.205- 24  Maintenance  and  repair  costs. 

(a)  Costs  necessary  for  the  upkeep  of  property  (in¬ 
cluding  Government  property,  unless  otherwise  pro¬ 
vided  for)  that  neither  add  to  the  permanent  value  of 
the  property  nor  appreciably  prolong  its  intended  life, 
but  keep  it  in  an  efficient  operating  condition,  are  to  be 
treated  as  follows  (but  see  31.205-11): 

(1)  Normal  maintenance  and  repair  costs  are  al¬ 
lowable. 

(2)  Extraordinary  maintenance  and  repair  costs  are 
allowable,  provided  those  costs  are  allocated  to  the 
applicable  periods  for  purposes  of  determining  con¬ 
tract  costs  (but  see  31.109). 

(b)  Expenditures  for  plant  and  equipment,  including 
rehabilitation  which  should  be  capitalized  and  subject 
to  depreciation,  according  to  generally  accepted  ac¬ 
counting  principles  as  applied  under  the  contractor’s 
established  policy  or,  when  applicable,  according  to 
CAS  404,  Capitalization  of  Tangible  Assets,  are  allow¬ 
able  only  on  a  depreciation  basis. 

31.205- 25  Manufacturing  and  production  engineering 
costs. 

(a)  The  costs  of  manufacturing  and  production  engi¬ 
neering  effort  as  described  in  (1)  through  (4)  below  are 
all  allowable: 

(1)  Developing  and  deploying  new  or  improved 
materials,  systems,  processes,  methods,  equipment, 
tools  and  techniques  that  are  or  are  expected  to  be 
used  in  producing  products  or  services; 

(2)  Developing  and  deploying  pilot  production 
lines; 

(3)  Improving  current  production  functions,  such 
as  plant  layout,  production  scheduling  and  control, 
methods  and  job  analysis,  equipment  capabilities  and 
capacities,  inspection  techniques,  and  tooling  analysis 
(including  tooling  design  and  application  improve¬ 
ments);  and 

(4)  Material  and  manufacturing  producibility  anal¬ 
ysis  for  production  suitability  and  to  optimize  manu¬ 
facturing  processes,  methods,  and  techniques. 

(b)  This  cost  principle  does  not  cover: 

(1)  Basic  and  applied  research  effort  (as  defined  in 

31.205- 18(a»  related  to*new  technology,  materials, 
systems,  processes,  methods,  equipment,  tools  and 
techniques.  Such  technical  effort  is  governed  by 

31.205- 18,  Independent  research  and  development 
costs;  and 

(2)  Development  effort  for  manufacturing  or  pro¬ 
duction  materials,  systems,  processes,  methods, 
equipment,  tools  and  techniques  that  are  intended  for 
sale  is  also  governed  by  31.205-18. 

(c)  Where  manufacturing  or  production  development 
costa  are  capitalized  or  required  to  be  capitalized  under 
the  contractor’s  capitalization  policies,  allowable  cost 
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the  contractor  under  a  common  control)  for  a  like 
quantity  under  comparable  conditions;  and 
(ii)  The  contracting  officer  has  not  determined 
* — the  price  to  be  unreasonable. 

(0  The  price  determined  in  accordance  with  subpara¬ 
graph  (eXO  above  should  be  adjusted  to  reflect  the 
quantities  being  acquired  and  may  be  adjusted  to  reflect 
actual  cost  of  any  modifications  necessary  because  of 
contract  requirements. 

31.205- 27  Organization  costs. 

(a)  Except  as  provided  in  paragraph  (b)  below,  ex¬ 
penditures  in  connection  with  (1)  planning  or  executing 
the  organization  or  reorganization  of  the  corporate 
structure  of  a  business,  including  mergers  and  acquisi¬ 
tions,  or  (2)  raising  capital  (net  worth  plus  long-term 
liabilities),  are  unallowable.  Such  expenditures  include 
but  are  not  limited  to  incorporation  fees  and  costs  of 
attorneys,  accountants,  brokers,  promoters  and  organiz¬ 
ers,  management  consultants  and  investment  counsel¬ 
lors,  whether  or  not  employees  of  the  contractor.  Un¬ 
allowable  “reorganization”  costs  include  the  cost  of 
any  change  in  the  contractor’s  financial  structure,  ex¬ 
cluding  administrative  costs  of  short-term  borrowings 
for  working  capital,  resulting  in  alterations  in  the  rights 
and  interests  of  security  holders,  whether  or  not  addi¬ 
tional  capital  is  raised. 

(b)  The  cost  of  activities  primarily  intended  to  pro- 
.  vide  compensation  will  not  be  considered  organization¬ 
al  costs  subject  to  this  subsection,  but  will  be  governed 
by  31.205-6.  These  activities  include  acquiring  stock  for 

(1)  executive  bonuses,  (2)  employee  savings  plans,  and 
(3)  employee  stock  ownership  plans. 

31.205- 28  Other  business  expenses. 

The  following  types  of  recurring  costs  are  allowable 
when  allocated  on  an  equitable  basis: 

(a)  Registry  and  transfer  charges  resulting  from 
changes  in  ownership  of  securities  issued  by  the  con¬ 
tractor. 

(b)  Cost  of  shareholders’  meetings. 

(c)  Normal  proxy  solicitations. 

(d)  Preparing  and  publishing  reports  to  shareholders. 

(e)  Preparing  and  submitting  required  reports  and 
forms  to  taxing  and  other  regulatory  bodies. 

(0  Incidental  costs  of  directors’  and  committee  meet¬ 
ings. 

(g)  Other  similar  costs. 

31.205- 29  Plant  protection  costs. 

Costs  of  items  such  as  (a)  wages,  uniforms,  and 
equipment  of  personnel  engaged  in  plant  protection,  (b) 
depreciation  on  plant  protection  capital  assets,  and  (c) 
necessary  expenses  to  comply  with  military  require¬ 
ments,  are  allowable. 

31.205- 30  Patent  coats. 

's— ^  (a)  The  following  patent  costs  are  allowable  to  the 

extent  that  they  are  incurred  as  requirements  of  a  Gov¬ 
ernment  contract  (but  see  31.205-33): 


(1)  Costs  of  preparing  invention  disclosures,  re¬ 
ports,  and  other  documents. 

(2)  Costs  for  searching  the  art  to  the  extent  neces¬ 
sary  to  make  the  invention  disclosures. 

(3)  Other  costs  in  connection  with  the  filing  and 
prosecution  of  a  United  States  patent  application 
where  title  or  royalty-free  license  is  to  be  conveyed 
to  the  Government. 

(b)  General  counseling  services  relating  to  patent 
matters,  such  as  advice  on  patent  laws,  regulations, 
clauses,  and  employee  agreements,  are  allowable  (but 
see  31.205-33). 

(c)  Other  than  those  for  general  counseling  services, 
patent  costs  not  required  by  the  contract  are  unallowa¬ 
ble.  (See  also  31.205-37.) 

31.205- 31  Plant  reconversion  costs. 

Plant  reconversion  costs  are  those  incurred  in  restor¬ 
ing  or  rehabilitating  the  contractor’s  facilities  to  ap¬ 
proximately  the  same  condition  existing  immediately 
before  the  start  of  the  Government  contract,  fair  wear 
and  tear  excepted.  Reconversion  costs  are  unallowable 
except  for  the  cost  of  removing  Government  property 
and  the  restoration  or  rehabilitation  costs  caused  by 
such  removal.  However,  in  special  circumstances 
where  equity  so  dictates,  additional  costs  may  be  al¬ 
lowed  to  the  extent  agreed  upon  before  costs  are  in¬ 
curred.  Care  should  be  exercised  to  avoid  duplication 
through  allowance  as  contingencies,  additional  profit  or 
fee,  or  in  other  contracts. 

31.205- 32  Precontract  costs. 

Precontract  costs  are  those  incurred  before  the  effec¬ 
tive  date  of  the  contract  directly  pursuant  to  the  nego¬ 
tiation  and  in  anticipation  of  the  contract  award  when 
such  incurrence  is  necessary  to  comply  with  the  pro¬ 
posed  contract  delivery  schedule.  Such  costs  are  allow¬ 
able  to  the  extent  that  they  would  have  been  allowable 
if  incurred  after  the  date  of  the  contract  (see  31.109.) 

31.205- 33  Professional  and  consultant  service  costs. 

(a)  Costs  of  professional  and  consultant  services  ren¬ 
dered  by  persons  who  are  members  of  a  particular 
profession  or  possess  a  special  skill  and  who  are  not 
officers  or  employees  of  the  contractor  are  allowable 
subject  to  paragraphs  (b),  (c),  (d),  and  (e)  below  when 
reasonable  in  relation  to  the  services  rendered  and 
when  not  contingent  upon  recovery  of  the  costs  from 
the  Government  (but  see  31.205-30). 

(b)  In  determining  the  allowability  of  costs  (including 
retainer  fees)  in  a  particular  case,  no  single  factor  or 
any  special  combination  of  factors  is  necessarily  deter¬ 
minative.  However,  the  following  factors,  among 
others,  should  be  considered: 

(1)  The  nature  and  scope  of  the  service  rendered 
in  relation  to  the  service  required. 

(2)  The  necessity  of  contracting  for  the  service, 
considering  the  contractor’s  capability  in  the  particu¬ 
lar  area. 
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(3)  The  past  pattern  of  such  costs,  particularly  in 
the  years  prior  to  the  award  of  Government  con¬ 
tracts. 

(4)  The  impact  of  Government  contracts  on  the 
contractor’s  business. 

(5)  Whether  the  proportion  of  Government  work 
to  the  contractor’s  total  business  is  such  as  to  influ¬ 
ence  the  contractor  in  favor  of  incurring  the  cost, 
particularly  when  the  services  rendered  are  not  of  a 
continuing  nature  and  have  little  relationship  to  work 
under  Government  contracts. 

(6)  Whether  the  service  can  be  perfcrmed  more 
economically  by  employment  rather  than  by  con¬ 
tracting. 

(7)  The  qualifications  of  the  individual  or  concern 
rendering  the  service  and  the  customary  fee  charged, 
especially  on  non-government  contracts. 

(8)  Adequacy  of  the  contractual  agreement  for  the 
service  (e.g.,  description  of  the  service;  estimate  of 
time  required;  rate  of  compensation;  termination  pro¬ 
visions). 

(c)  Retainer  fees  to  be  allowable  must  be  supported 
by  evidence  that — 

(1)  The  services  covered  by  the  retainer  agreement 
are  necessary  and  customary; 

(2)  The  level  of  past  services  justifies  the  amount 
of  the  retainer  fees  (if  no  services  were  rendered, 
fees  are  not  automatically  unallowable);  and 

(3)  The  retainer  fee  is  reasonable  in  comparison 
with  maintaining  an  in-house  capability  to  perform 
the  covered  services,  when  factors  such  as  cost  and 
level  of  expertise  are  considered. 

(d)  Costs  of  legal,  accounting,  and  consultant  services 
and  directly  associated  costs  incurred  in  connection  with 
organization  and  reorganization  (also  see  31.205-27), 
defense  of  antitrust  suits,  defense  against  Government 
claims  or  appeals,  or  the  prosecution  of  claims  or  appeals 
against  the  Government  (see  33.201)  are  unallowable  (but 
see  31.205-47).  Such  costs  incurred  in  connection  with 
patent  infringement  litigation  are  unallowable  unless 
otherwise  provided  for  in  the  contract. 

(e)  Except  for  retainers,  fees  for  services  rendered  shall 
be  allowable  only  when  supported  by  evidence  of  the 
nature  and  scope  of  the  service  furnished.  (Also  see 

31.205- 38(c).) 

(f)  Costs  of  legal,  accounting,  and  consultant  services 
and  directly  associated  costs  incurred  in  connection  with 
the  defense  or  prosecution  of  lawsuits  or  appeals  between 
contractors  arising  from  either  (1)  an  agreement  or  con¬ 
tract  concerning  a  teaming  arrangement,  a  joint  venture, 
or  similar  arrangement  of  shared  interest;  or  (2)  dual 
sourcing,  co-production,  or  similar  programs,  are  unal¬ 
lowable,  except  when  (i)  incurred  as  a  result  of  com¬ 
pliance  with  specific  terms  and  conditions  of  the  contract 
or  written  instructions  from  the  contracting  officer,  or 
(ii)  when  agreed  to  in  writing  by  the  contracting  officer. 

31.205- 34  Recruitment  costs. 

(a)  Subject  to  paragraphs  (b)  and  (c)  below,  and 


provided  that  the  size  of  the  staff  recruited  and  main¬ 
tained  is  in  keeping  with  workload  requirements,  the 
following  costs  are  allowable: 

(1)  Costs  of  help- wanted  advertising. 

(2)  Costs  of  operating  an  employment  office 
needed  to  secure  and  maintain  an  adequate  labor 
force. 

(3)  Costs  of  operating  an  aptitude  and  educational 
testing  program. 

(4)  Travel  costs  of  employees  engaged  in  recuiting 
personnel. 

(5)  Travel  costs  of  applicants  for  interviews. 

(6)  Costs  for  employment  agencies,  not  in  excess  of 
standard  commercial  rates. 

(b)  Help-wanted  advertising  costs  are  unallowable  if 
the  advertising — 

(1)  Is  for  personnel  other  than  those  required  to 
perform  obligations  under  a  Government  contract; 

(2)  Does  not  describe  specific  positions  or  classes 
of  positions; 

(3)  Is  excessive  relative  to  the  number  and  impor¬ 
tance  of  the  positions  or  to  the  industry  practices; 

(4)  Includes  material  that  is  not  relevant  for  re¬ 
cruitment  purposes,  such  as  extensive  illustrations  or 
descriptions  of  the  company’s  products  or  capabili¬ 
ties; 

(5)  Is  designed  to  “piiate”  personnel  from  another 
Government  contractor;  or 

(6)  Includes  color  (in  publications). 

(c)  Excessive  compensation  costs  offered  to  prospec¬ 
tive  employees  to  “pirate”  them  from  another  Govern¬ 
ment  contractor  are  unallowable.  Such  excessive  costs 
may  include  salaries,  fringe  benefits,  or  special  emolu¬ 
ments  which  are  in  excess  of  standard  industry  prac¬ 
tices  or  the  contractor’s  customary  compensation  prac¬ 
tices. 

31.205-35  Relocation  costs. 

(a)  Relocation  costs  are  costs  incident  to  the  perma¬ 
nent  change  of  duty  assignment  (for  an  indefinite  period 
or  for  a  stated  period,  but  in  either  event  for  not  less  than 
12  months)  of  an  existing  employee  or  upon  recruitment 
of  a  new  employee.  The  following  types  of  relocation 
costs  are  allowable  as  noted,  subject  to  paragraphs  (b) 
and  (0  below; 

(1)  Cost  of  travel  of  the  employee  and  members  of 
the  immediate  family  (see  31.205-46)  and  transporta¬ 
tion  of  the  household  and  personal  effects  to  the  new 
location. 

(2)  Cost  of  finding  a  new  home,  such  as  advance 
trips  by  employees  and  spouses  to  locate  living  quar¬ 
ters,  and  temporary  lodging  during  the  transition  pe¬ 
riods  not  exceeding  separate  cumulative  totals  of  60 
days  for  employees  and  45  days  for  spouses  and 
dependents,  including  advance  trip  time. 

(3)  Closing  costs  (i.e.,  brokerage  fees,  legal  fees, 
appraisal  fees,  points,  finance  charges,  etc.)  incident 
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to  the  disposition  of  actual  residence  owned  by  the 
employee  when  notified  of  transfer,  except  that  these 
costs  when  added  to  the  costs  described  in  subpara¬ 
graph  (aX4)  below  shall  not  exceed  14  percent  of  the 
sales  price  of  the  property  sold. 

(4)  Continuing  costs  of  ownership  of  the  vacant 
former  actual  residence  being  sold,  such  as  mainte¬ 
nance  of  building  and  grounds  (exclusive  of  fixing  up 
expenses),  utilities,  taxes,  property  insurance,  mort¬ 
gage  interest,  after  settlement  date  or  lease  date  of 
new  permanent  residence,  except  that  these  costs 
when  added  to  the  costs  described  in  subparagraph 
(aX3)  above,  shall  not  exceed  14  percent  of  the  sales 
price  of  the  property  sold. 

(5)  Other  necessary  and  reasonable  expenses  nor¬ 
mally  incident  to  relocation,  such  as  disconnecting 


and  connecting  household  appliances;  automobile 
registration;  driver’s  license  and  use  taxes;  cutting 
and  fitting  rugs,  draperies,  and  curtains;  forfeited  util¬ 
ity  fees  and  deposits;  and  purchase  of  insurance 
against  damage  to  or  loss  of  personal  property  while 
in  transit. 

(6)  Costs  incident  to  acquiring  a  home  in  a  new 
location,  except  that  (i)  these  costs  will  not  be  allow¬ 
able  for  existing  employees  or  newly  recruited  em¬ 
ployees  who,  before  the  relocation,  were  not  home- 
owners  and  (ii)  the  total  costs  shall  not  exceed  5 
percent  of  the  purchase  price  of  the  new  home. 

(7)  Mortgage  interest  differential  payments,  except 
that  these  costs  are  not  allowable  for  existing  or 
newly  recruited  employees  who,  before  the  reloca¬ 
tion,  were  not  homeowners  and  the  total  payments 
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are  limited  to  an  amount  determined  as  follows: 

(i)  The  difference  between  the  mortgage  interest 
rates  of  the  old  and  new  residences  times  the  cur¬ 
rent  balance  of  the  old  mortgage  times  3  years. 

(ii)  When  mortgage  differential  payments  are 
made  on  a  lump  sum  basis  and  the  employee  leaves 
or  is  transferred  again  in  less  than  3  years,  the 
amount  initially  recognized  shall  be  proportionate¬ 
ly  adjusted  to  reflect  payments  only  for  the  actual 
time  of  the  relocation. 

(8)  Rental  differential  payments  covering  situations 
where  relocated  employees  retain  ownership  of  a 
vacated  home  in  the  old  location  and  rent  at  the  new 
location.  The  rented  quarters  at  the  new  location 
must  be  comparable  to  those  vacated,  and  the  allow¬ 
able  differential  payments  may  not  exceed  the  actual 
rental  costs  for  the  new  home,  less  the  fair  market 
rent  for  the  vacated  home  times  3  years. 

(9)  Cost  of  canceling  an  unexpired  lease. 

(b)  The  costs  described  in  paragraph  (a)  above  must 
also  meet  the  following  criteria  to  be  considered  allow¬ 
able: 

(1)  The  move  must  be  for  the  benefit  of  the  em¬ 
ployer. 

(2)  Reimbursement  must  be  in  accordance  with  an 
established  policy  or  practice  that  is  consistenly  fol¬ 
lowed  by  the  employer  and  is  designed  to  motivate 
employees  to  relocate  promptly  and  economically. 

(3)  The  costs  must  not  otherwise  be  unallowable 
under  Subpart  31.2. 

(4)  Amounts  to  be  reimbursed  shall  not  exceed  the 
employee’s  actual  expenses,  except  that  for  miscella¬ 
neous  costs  of  the  type  discussed  in  subparagraph 
(aX5)  above,  a  flat  amount,  not  to  exceed  $1,000, 
may  be  allowed  in  lieu  of  actual  costs. 

(c)  The  following  types  of  costs  are  not  allowable: 

(1)  Loss  on  sale  of  a  home. 

(2)  Costs  incident  to  acquiring  a  home  in  a  new 
location  as  follows: 

(i)  Real  estate  brokers  fees  and  commissions. 

(ii)  Cost  of  litigation. 

(iii)  Real  and  personal  property  insurance 
against  damage  or  loss  of  property. 

(iv)  Mortgage  life  insurance. 

(v)  Owner’s  title  policy  insurance  when  such 
insurance  was  not  previously  carried  by  the  em¬ 
ployee  on  the  old  residence  (however,  cost  of  a 
mortgage  title  policy  is  allowable). 

(vi)  Property  taxes  and  operating  or  mainte¬ 
nance  costs. 

(3)  Continuing  mortgage  principal  payments  on 
residence  being  sold. 

(4)  Payments  for  employee  income  or  FICA 
(social  security)  taxes  incident  to  reimbursed  reloca¬ 
tion  costs. 

(5)  Payments  for  job  counseling  and  placement 


assistance  to  employee  spouses  and  dependents  who 
were  not  employees  of  the  contractor  at  the  old 
location. 

(6)  Costs  incident  to  furnishing  equity  or  none¬ 
quity  loans  to  employees  or  making  arrangements 
with  lenders  for  employees  to  obtain  lower-than- 
market  rate  mortgage  loans. 

(d)  If  relocation  costs  for  an  employee  have  been 
allowed  either  as  an  allocable  indirect  or  direct  cost, 
and  the  employee  resigns  within  12  months  for  reasons 
within  the  employee’s  control,  the  contractor  shall 
refund  or  credit  the  relocation  costs  to  the  Govern¬ 
ment. 

(e)  Subject  to  the  requirements  of  paragraphs  (a) 
through  (d)  above,  the  costs  of  family  movements  and 
of  personnel  movements  of  a  special  or  mass  nature  are 
allowable.  The  cost,  however,  should  be  assigned  on 
the  basis  of  work  (contracts)  or  time  period  benefited. 

(f)  Relocation  costs  (both  outgoing  and  return)  of  em¬ 
ployees  who  are  hired  for  performance  on  specific  con¬ 
tracts  or  long-term  field  projects  are  allowable  if— 

(1)  The  term  of  employment  is  not  less  than  12 
months; 

(2)  The  employment  agreement  specifically  limits 
the  duration  of  employment  to  the  time  spent  on  the 
contract  or  field  project  for  which  the  employee  is 
hired; 

(3)  The  employment  agreement  provides  for  return 
relocation  to  the  employee’s  permanent  and  principal 
home  immediately  prior  to  the  outgoing  relocation,  or 
other  location  of  equal  or  lesser  cost;  and 

(4)  The  relocation  costs  are  determined  under  the 
rules  of  paragraphs  (a)  through  (d)  above.  However, 
the  costs  to  return  employees,  who  are  released  from 
employment  upon  completion  of  field  assignments 
pursuant  to  their  employment  agreements,  are  not  sub¬ 
ject  to  the  refund  or  credit  requirement  of  paragraph 
(d). 

31.205- 36  .  Rental  coat*. 

(a)  This  subsection  is  applicable  to  the  cost  of  renting 
or  leasing  real  or  personal  property,  except  ADPE  (see 

31.205- 2),  acquired  under  “operating  leases”  as  defined 
in  Statement  of  Financial  Accounting  Standards  No.  13 
(FAS- 13),  Accounting  for  Leases.  Compliance  with 

31.205- ll(m)  requires  that  assets  acquired  by  means  of 
capital  leases,  as  defined  in  FAS- 13,  shall  be  treated  as 
purchased  assets;  i.e.,  be  capitalized  and  the  capitalized 
value  of  such  assets  be  distributed  over  their  useful 
lives  as  depreciation  charges,  or  over  the  lease  term  as 
amortization  charges,  as  appropriate  (but  see  subpara¬ 
graph  (bX4)  below). 

(b)  The  following  costs  are  allowable: 

(1)  Rental  costs  under  operating  leases,  to  the 
extent  that  the  rates  are  reasonable  at  the  time  of  the 
lease  decision,  after  consideration  of  (i)  rental  costs 
of  comparable  property,  if  any;  (ii)  market  conditions 
in  the  area;  (iii)  the  type,  life  expectancy,  condition, 
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and  value  of  the  property  leased;  (iv)  alternatives 
available;  and  (v)  other  provisions  of  the  agreement. 

(2)  Rental  costs  under  a  sale  and  leaseback  ar¬ 
rangement  only  up  to  the  amount  the  contractor 
would  be  allowed  if  the  contractor  retained  title. 

(3)  Charges  in  the  nature  of  rent  for  property 
between  any  divisions,  subsidiaries,  or  organization 
under  common  control,  to  the  extent  that  they  do 
not  exceed  the  normal  costs  of  ownership,  such  as 
depreciation,  taxes,  insurance,  facilities  capital  cost  of 
money,  and  maintenance  (excluding  interest  or  other 
unallowable  costs  pursuant  to  Part  31),  provided  that 
no  part  of  such  costs  shall  duplicate  any  other  al¬ 
lowed  cost.  Rental  cost  of  personal  property  leased 
from  any  division,  subsidiary,  or  affiliate  of  the  con¬ 
tractor  under  common  control,  that  has  an  estab¬ 
lished  practice  of  leasing  the  same  or  similar  proper¬ 
ty  to  unafftliated  lessees  shall  be  allowed  in  accord¬ 
ance  with  subparagraph  (b)(1)  above. 

(4)  Rental  costs  under  leases  entered  into  before 
March  1,  1970  for  the  remaining  term  of  the  lease 
(excluding  options  not  exercised  before  March  1, 
1970)  to  the  extent  they  would  have  been  allowable 
under  Defense  Acquisition  Regulation  (Formerly 
ASPR)  15-205.34  or  Federal  Procurement  Regula¬ 
tions  section  1-15.205-34  in  effect  1  January  1969. 

(c)  The  allowability  of  rental  costs  under  unexpired 

leases  in  connection  with  terminations  is  treated  in 

31.205- 42(e). 

31.205- 37  Royalties  and  other  costs  for  use  of  patents. 

(a)  Royalties  on  a  patent  or  amortization  of  the  cost 
of  purchasing  a  patent  or  patent  rights  necessary  for 
the  proper  performance  of  the  contract  and  applicable 
to  contract  products  or  processes  are  allowable 
unless — 

(1)  The  Government  has  a  license  or  the  right  to  a 
free  use  of  the  patent; 

(2)  The  patent  has  been  adjudicated  to  be  invalid, 
or  has  been  administratively  determined  to  be  inval¬ 
id; 

(3)  The  patent  is  considered  to  be  unenforceable; 
or 

(4)  The  patent  is  expired. 

(b)  Care  should  be  exercised  in  determining  reason¬ 
ableness  when  the  royalties  may  have  been  arrived  at 
as  a  result  of  less-than-arm’s-length  bargaining;  e.g., 
royalties— 

(1)  Paid  to  persons,  including  corporations,  affili¬ 
ated  with  the  contractor; 

(2)  Paid  to  unaffiliated  parties,  including  corpora¬ 
tions,  under  an  agreement  entered  into  in  contempla¬ 
tion  that  a  Government  contract  would  be  awarded; 
or 

(3)  Paid  under  an  agreement  entered  into  after  the 
contract  award. 

(c)  In  any  case  involving  a  patent  formerly  owned 
by  the  contractor,  the  royalty  amount  allowed  should 


not  exceed  the  cost  which  would  have  been  allowed 
had  the  contractor  retained  title. 

(d)  See  31.109  regarding  advance  agreements. 

31.205- 38  Selling  costs. 

(a)  “Selling”  is  a  generic  term  encompassing  all  ef¬ 
forts  to  market  the  contractor’s  products  or  services, 
some  of  which  are  covered  specifically  in  other  subsec¬ 
tions  of  31.205.  Selling  activity  includes  the  following 
broad  categories: 

(1)  Advertising. 

(2)  Corporate  image  enhancement  including 

broadly-targeted  sales  efforts,  other  than  advertising. 

(3)  Bid  and  proposal  costs. 

(4)  Market  planning. 

(5)  Direct  selling. 

(b)  Advertising  costs  are  defined  at  3 1.205- 1(b)  and 
are  subject  to  the  allowability  provisions  of  3 1.205- 1(d) 
and  (0-  Corporate  image  enhancement  activities  are  in¬ 
cluded  within  the  definitions  of  public  relations  at 

31.205- l(a)  and  entertainment  at  31.205-14  and  are  sub¬ 
ject  to  the  allowability  provisions  at  31.205-l(e)  and  (0 
and  31.205-14,  respectively.  Bid  and  proposal  costs  are 
defined  at  31.205-18  and  have  their  allowability  control¬ 
led  by  that  subsection.  Market  planning  involves  market 
research  and  analysis  and  generalized  management  plan¬ 
ning  concerned  with  development  of  the  contractor’s 
business.  The  allowability  of  long-range  market  planning 
costs  is  controlled  by  the  provisions  of  31.205-12.  Other 
market  planning  costs  are  allowable  to  the  extent  that 
they  are  reasonable.  Costs  of  activities  which  are  correct¬ 
ly  classified  and  disallowed  under  cost  principles 
referenced  in  this  paragraph  (b)  are  not  to  be  recon¬ 
sidered  for  reimbursement  under  any  other  provision  of 
this  subsection. 

(c)  Direct  selling  efforts  are  those  acts  or  actions  to  in¬ 
duce  particular  customers  to  purchase  particular  pro¬ 
ducts  or  services  of  the  contractor.  Direct  selling  is 
characterized  by  person-to-person  contact  and  includes 
such  activities  as  familiarizing  a  potential  customer  with 
the  contractor’s  products  or  services,  conditions  of  sale, 
service  capabilities,  etc.  It  also  includes  negotiation, 
liaison  between  customer  and  contractor  personnel,  tech¬ 
nical  and  consulting  activities,  individual  demonstra¬ 
tions,  and  any  other  activities  having  as  their  purpose  the 
application  or  adaptation  of  the  contractor’s  products  or 
services  for  a  particular  customer’s  use.  The  cost  of  direct 
selling  efforts  is  allowable  if  reasonable  in  amount. 

(d)  The  costs  of  any  selling  efforts  other  than  those  ad¬ 
dressed  in  paragraphs  (b)  or  (c)  of  this  subsection  are 
unallowable. 

(e)  Costs  of  the  type  identified  in  paragraphs  (b),  (c), 
and  (d)  of  this  subsection  are  often  commingled  on  the 
contractor’s  books  in  the  selling  expense  account  because 
these  activities  are  performed  by  the  sales  departments. 
However,  identification  and  segregation  of  unallowable 
costs  is  required  under  the  provisions  of  31.201-6  and 
CAS  405,  and  such  costs  are  not  allowable  merely 
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because  they  are  incurred  in  connection  with  allowable 
selling  activities. 

(0  Notwithstanding  any  other  provision  of  this  sub¬ 
section,  costs  of  direct  selling  efforts,  as  defined  in  para¬ 
graph  (c)  of  this  subsection,  incurred  in  connection  with 
potential  and  actual  Foreign  Military  Sales,  as  defined  by 
the  Arms  Export  Contract  Act,  or  foreign  sales  of  mili¬ 
tary  products  or  services  are  unallowable  on  U.S.  Gov¬ 
ernment  contracts  for  U.S.  Government  requirements. 

(g)  Notwithstanding  any  other  provision  of  this 
subsection,  sellers’  or  agents’  compensation,  fees,  com¬ 
missions,  percentages,  retainer  or  brokerage  fees, 
whether  or  not  contingent  upon  the  award  of  contracts, 
are  allowable  only  when  paid  to  bona  fide  employees  or 
established  commercial  or  selling  agencies  maintained  by 
the  contractor  for  the  purpose  of  seeming  business  (see 
3.408-2). 

31.205-39  Service  and  warranty  costs. 

Service  and  warranty  costs  include  those  arising 
from  fulfillment  of  any  contractual  obligation  of  a  con¬ 
tractor  to  provide  services  such  as  installation,  training, 


31.205-40 

correcting  defects  in  the  products,  replacing  defective 
parts,  and  making  refunds  in  the  case  of  inadequate 
performance.  When  not  inconsistent  with  the  terms  of 
the  contract,  such  service  and  warranty  costs  are  al¬ 
lowable.  However,  care  should  be  exercised  to  avoid 
duplication  of  the  allowance  as  an  element  of  both 
estimated  product  cost  and  risk. 

31.205-40  Special  tooling  and  special  test  equipment 
costs. 

(a)  The  terms  “special  tooling”  and  “special  test 
equipment”  are  defined  in  45.101. 

(b)  The  cost  of  special  tooling  and  special  test  equip¬ 
ment  used  in  performing  one  or  more  Government 
contracts  is  allowable  and  shall  be  allocated  to  the 
specific  Government  contract  or  contracts  for  which 
acquired,  except  that  the  cost  of  (1)  items  acquired  by 
the  contractor  before  the  effective  date  of  the  contract 
(or  replacement  of  such  items),  whether  or  not  altered 
or  adapted  for  use  in  performing  the  contract,  and  (2) 
items  which  the  contract  schedule  specifically  excludes, 
shall  be  allowable  only  as  depreciation  or  amortization. 
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(c)  When  items  are  disqualified  as  special  tooling  or 
special  test  equipment  because  with  relatively  minor 
expense  they  can  be  made  suitable  for  general  purpose 
use  and  have  a  value  as  such  commensurate  with  their 
value  as  special  tooling  or  special  test  equipment,  the 
cost  of  adapting  the  items  for  use  under  the  contract 
and  the  cost  of  returning  them  to  their  prior  configura¬ 
tion  are  allowable. 

31.205-41  Taxes. 

(a)  The  following  types  of  costs  are  allowable: 

(1)  Federal,  State,  and  local  taxes  (see  Part  29), 
except  as  otherwise  provided  in  paragraph  (b)  below 
that  are  required  to  be  and  are  paid  or  accrued  in 
accordance  with  generally  accepted  accounting  prin¬ 
ciples.  Fines  and  penalties  are  not  considered  taxes. 

(2)  Taxes  otherwise  allowable  under  subparagraph 
(aXl)  above,  but  upon  which  a  claim  of  illegality  or 
erroneous  assessment  exists;  provided  the  contractor, 
before  paying  such  taxes — 

(i)  Promptly  requests  instructions  from  the  con¬ 
tracting  officer  concerning  such  taxes;  and 

(ii)  Takes  all  action  directed  by  the  contracting 
officer  arising  out  of  subparagraph  (2X0  above  or 
an  independent  decision  of  the  Government  as  to 
the  existence  of  a  claim  of  illegality  or  erroneous 
assessment,  to  (A)  determine  the  legality  of  the 
assessment  or  (B)  secure  a  refund  of  such  taxes. 

(3)  Pursuant  to  subparagraph  (a)  (2)  above,  the 
reasonable  costs  of  any  action  taken  by  the  contrac¬ 
tor  at  the  direction  or  with  the  concurrence  of  the 
contracting  officer.  Interest  or  penalties  incurred  by 
the  contractor  for  non-payment  of  any  tax  at  the 
direction  of  the  contracting  officer  or  by  reason  of 
the  failure  of  the  contracting  officer  to  ensure  timely 
direction  after  a  prompt  request. 

(b)  The  following  types  of  costs  are  not  allowable: 

(1)  Federal  income  and  excess  profits  taxes. 

(2)  Taxes  in  connection  with  financing,  refinanc¬ 
ing,  refunding  operations,  or  reorganizations  (see 
31.203-20  and  31.205-27). 

(3)  Taxes  from  which  exemptions  are  available  to 
the  contractor  directly,  or  available  to  the  contractor 
based  on  an  exemption  afforded  the  Government, 
except  when  the  contracting  officer  determines  that 
the  administrative  burden  incident  to  obtaining  the 
exemption  outweighs  the  corresponding  benefits  ac¬ 
cruing  to  the  Government.  When  partial  exemption 
from  a  tax  is  attributable  to  Government  contract 
activity,  taxes  charged  to  such  work  in  excess  of  that 
amount  resulting  from  application  of  the  preferential 
treatment  are  unallowable.  These  provisions  intend 
that  tax  preference  attributable  to  Government  con¬ 
tract  activity  be  realized  by  the  Government.  The 
term  "exemption”  means  freedom  from  taxation  in 
whole  or  in  part  and  includes  a  tax  abatement  or 
reduction  resulting  from  mode  of  assessment,  method 
of  calculation,  or  otherwise. 


(4)  Special  assessments  on  land  that  represent  capi¬ 
tal  improvements. 

(3)  Taxes  (including  excises)  on  real  or  personal 
property,  or  on  the  value,  use,  possession  or  sale 
thereof,  which  is  used  solely  in  connection  with 
work  other  than  on  Government  contracts  (see  para¬ 
graph  (c)  below). 

(6)  Taxes  on  accumulated  funding  deficiencies  of, 
or  prohibited  transactions  involving,  employee  de¬ 
ferred  compensation  plans  pursuant  to  Section  4971 
or  Section  4975  of  the  Internal  Revenue  Code  of 
1934,  as  amended. 

(7)  Income  tax  accruals  designed  to  account  for 
the  tax  effects  of  differences  between  taxable  income 
and  pretax  income  as  reflected  by  the  books  of  ac¬ 
count  and  financial  statements. 

(c)  Taxes  on  property  (see  subparagraph  (bX5) 
above)  used  solely  in  connection  with  either  non-Gov- 
emment  or  Government  work  should  be  considered 
directly  applicable  to  the  respective  category  of  work 
unless  the  amounts  involved  are  insignificant  or  compa¬ 
rable  results  would  otherwise  be  obtained;  e.g.,  taxes 
on  contractor-owned  work-in-process  which  is  used 
solely  in  connection  with  non-Govemment  work 
should  be  allocated  to  such  work;  taxes  on  contractor- 
owned  work-in-process  inventory  (and  Government- 
owned  work-in-process  inventory  when  taxed)  used 
solely  in  connection  with  Government  work  should  be 
charged  to  such  work.  The  cost  of  taxes  incurred  on 
property  used  in  both  Government  and  non-Govern- 
ment  work  shall  be  apportioned  to  all  such  work  based 
upon  the  use  of  such  property  on  the  respective  final 
cost  objectives. 

(d)  Any  taxes,  interest,  or  penalties  that  were  al¬ 
lowed  as  contract  costs  and  are  refunded  to  the  con¬ 
tractor  shall  be  credited  or  paid  to  the  Government  in 
the  manner  it  directs.  However,  any  interest  actually 
paid  or  credited  to  a  contractor  incident  to  a  refund  of 
tax,  interest,  or  penalty  shall  be  paid  or  credited  to  the 
Government  only  to  the  extent  that  such  interest  ac¬ 
crued  over  the  period  during  which  the  contractor  had 
been  reimbursed  by  the  Government  for  the  taxes,  in¬ 
terest,  or  penalties. 

31  JO 5-4 2  Termination  costs. 

Contract  terminations  generally  give  rise  to  the  in¬ 
currence  of  costs  or  the  need  for  special  treatment  of 
costs  that  would  not  have  arisen  had  the  contract  not 
been  terminated.  The  following  cost  principles  peculiar 
to  termination  situations  are  to  be  used  in  conjunction 
with  the  other  cost  principles  in  Subpart  31.2: 

(a)  Common  items.  The  costs  of  items  reasonably 
usable  on  the  contractor’s  other  work  shall  not  be 
allowable  unless  the  contractor  submits  evidence  that 
the  items  could  not  be  retained  at  cost  without  sustain¬ 
ing  a  loss.  The  contracting  officer  should  consider  the 
contractor’s  plans  and  orders  for  current  and  planned 
production  when  determining  if  items  can  reasonably 
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be  used  on  other  work  of  the  contractor.  Contempora¬ 
neous  purchases  of  common  items  by  the  contractor 
shall  be  regarded  as  evidence  that  such  items  are  rea¬ 
sonably  usable  on  the  contractor’s  other  work.  Any 
acceptance  of  common  items  as  allocable  to  the  termi¬ 
nated  portion  of  the  contract  should  be  limited  to  the 
extent  that  the  quantities  of  such  items  on  hand,  in 
transit,  and  on  order  are  in  excess  of  the  reasonable 
quantitative  requirements  of  other  work. 

(b)  Costs  continuing  after  termination.  Despite  all  rea¬ 
sonable  efforts  by  the  contractor,  costs  which  cannot 
be  discontinued  immediately  after  the  effective  date  of 
termination  are  generally  allowable.  However,  any 
costs  continuing  after  the  effective  date  of  the  termina¬ 
tion  due  to  the  negligent  or  willful  failure  of  the  con¬ 
tractor  to  discontinue  the  costs  shall  be  unallowable. 

(c)  Initial  costs.  Initial  costs  (see  15.804-6(0),  includ¬ 
ing  starting  load  and  preparatory  costs,  are  allowable 
as  follows: 

(1)  Starting  load  costs  not  fully  absorbed  because 
of  termination  are  nonrecurring  labor,  material,  and 
related  overhead  costs  incurred  in  the  early  part  of 
production  and  result  from  factors  such  as — 

(i)  Excessive  spoilage  due  to  inexperienced 
labor; 

(ii)  Idle  time  and  subnormal  production  due  to 
testing  and  changing  production  methods; 

(iii)  Training;  and 

(iv)  Lack  of  familiarity  or  experience  with  the 
product,  materials,  or  manufacturing  processes. 

(2)  Preparatory  costs  incurred  in  preparing  to  per¬ 
form  the  terminated  contract  include  such  costs  as 
those  incurred  for  initial  plant  rearrangement  and 
alterations,  management  and  personnel  organization, 
and  production  planning.  They  do  not  include  spe¬ 
cial  machinery  and  equipment  and  starting  load 
costs. 

(3)  When  initial  costs  are  included  in  the  settle¬ 
ment  proposal  as  *  direct  charge,  such  costs  shall  not 
also  be  included  in  overhead.  Initial  costs  attributable 
to  only  one  contract  shall  not  be  allocated  to  other 
contracts. 

(4)  If  initial  costs  are  claimed  and  have  not  been 
segregated  on  the  contractor’s  books,  they  shall  be 
segregated  for  settlement  purposes  from  cost  reports 
and  schedules  reflecting  that  high  unit  cost  incurred 
during  the  early  stages  of  the  contract. 

(5)  If  the  settlement  proposal  is  on  the  inventory 
basis,  initial  costs  should  normally  be  allocated  on 
the  basis  of  total  end  items  called  for  by  the  contract 
immediately  before  termination;  however,  if  the  con¬ 
tract  includes  end  items  of  a  diverse  nature,  some 
other  equitable  basis  may  be  used,  such  as  machine 
or  labor  hours. 

(d)  Loss  of  useful  value.  Loss  of  useful  value  of  spe¬ 
cial  tooling,  and  special  machinery  and  equipment  is 
generally  allowable,  provided — 
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(1)  The  special  tooling,  or  special  machinery  and 
equipment  is  not  reasonably  capable  of  use  in  the 
other  work  of  the  contractor; 

(2)  The  Government’s  interest  is  protected  by 
transfer  of  title  or  by  other  means  deemed  appropri¬ 
ate  by  the  contracting  officer;  and 

(3)  The  loss  of  useful  value  for  any  one  terminated 
contract  is  limited  to  that  portion  of  the  acquisition 
cost  which  bears  the  same  ratio  to  the  total  acquisi¬ 
tion  cost  as  the  terminated  portion  of  the  contract 
bears  to  the  entire  terminated  contract  and  other 
Government  contracts  for  which  the  special  tooling, 
or  special  machinery  and  equipment  was  acquired. 

(e)  Rental  under  unexpired  leases.  Rental  costs  under 
unexpired  leases,  less  the  residual  value  of  such  leases, 
are  generally  allowable  when  shown  to  have  been  rea¬ 
sonably  necessary  for  the  performance  of  the  terminat¬ 
ed  contract,  if— 

(1)  The  amount  of  rental  claimed  does  not  exceed 
the  reasonable  use  value  of  the  property  leased  for 
the  period  of  the  contract  and  such  further  period  as 
may  be  reasonable;  and 

(2)  The  contractor  makes  all  reasonable  efforts  to 
terminate,  assign,  settle,  or  otherwise  reduce  the  cost 
of  such  lease. 

(f)  Alterations  of  leased  property.  The  cost  of  alter¬ 
ations  and  reasonable  restorations  required  by  the  lease 
may  be  allowed  when  the  alterations  were  necessary 
for  performing  the  contract. 

(g)  Settlement  expenses.  (1)  Settlement  expenses,  in¬ 
cluding  the  following,  are  generally  allowable: 

(i)  Accounting,  legal,  clerical,  and  similar  costs 
reasonably  necessary  for — 

(A)  The  preparation  and  presentation,  includ¬ 
ing  supporting  data,  of  settlement  claims  to  the 
contracting  officer,  and 

(B)  The  termination  and  settlement  of  subcon¬ 
tracts. 

(ii)  Reasonable  costs  for  the  storage,  transporta¬ 
tion,  protection,  and  disposition  of  property  ac¬ 
quired  or  produced  for  the  contract. 

(iii)  Indirect  costs  related  to  salary  and  wages 
incurred  as  settlement  expenses  in  (i)  and  (ii);  nor¬ 
mally,  such  indirect  costs  shall  be  limited  to  pay¬ 
roll  taxes,  fringe  benefits,  occupancy  costs,  and 
immediate  supervision  costs. 

(2)  If  settlement  expenses  are  significant,  a  cost 
account  or  work  order  shall  be  established  to  sepa¬ 
rately  identify  and  accumulate  them. 

(h)  Subcontractor  claims.  Subcontractor  claims,  in¬ 
cluding  the  allocable  portion  of  the  claims  common  to 
the  contract  and  to  other  work  of  the  contractor,  are 
generally  allowable.  An  appropriate  share  of  the  con¬ 
tractor’s  indirect  expense  may  be  allocated  to  the 
amount  of  settlements  with  subcontractors;  provided, 
that  the  amount  allocated  is  reasonably  proportionate 
to  the  relative  benefits  received  and  is  otherwise  con- 
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sistcnt  with  31.201-4  and  31.203(c).  The  indirect  expense 
so  allocated  shall  exclude  the  same  and  similar  costs  claimed 
directly  or  indirectly  as  settlement  expenses. 

31.205- 43  Trade,  business,  technical  and 
professional  activity  costs. 

The  following  types  of  costs  are  allowable. 

(a)  Memberships  in  trade,  business,  technical,  and  pro¬ 
fessional  organizations. 

(b)  Subscriptions  to  trade,  business,  professional,  or  other 
technical  periodicals. 

(c)  Meetings  and  conferences,  including  meals,  transpor¬ 
tation,  rental  of  meeting  facilities  and  other  incidental  costs 
when  the  primary  purposes  of  the  incurrence  of  the  costs 
is  the  dissemination  of  technical  information  or  stimulation 
of  production. 

31.205- 44  Training  and  education  costs. 

(a)  Allowable  costs.  Training  and  education  costs  are 
allowable  to  the  extent  indicated  below. 

(b)  Vocational  training.  Costs  of  preparing  and  maintain¬ 
ing  a  noncollege  level  program  of  instruction,  including  but 
not  limited  to  on-the-job,  classroom,  and  apprenticeship 
training,  designed  to  increase  the  vocational  effectiveness 
of  employees,  are  allowable.  These  costs  include  (1)  salaries 
or  wages  of  trainees  (excluding  overtime  compensation), 

(2)  salaries  of  the  director  of  training  and  staff  when  the 
training  program  is  conducted  by  the  contractor,  (3)  tuition 
and  fees  when  the  training  is  in  an  institution  not  operated 
by  the  contractor,  and/or  (4)  training  materials  and 
textbooks. 

(c)  Part-time  college  level  education.  Allowable  costs  of 
part-time  college  education  at  an  undergraduate  or 
postgraduate  level,  including  that  provided  at  the  contrac¬ 
tor’s  own  facilities,  are  limited  to— 

( 1 )  Fees  and  tuition  charged  by  the  educational  institu¬ 
tion,  or.  instead  of  tuition,  instructors'  salaries  and  the 
related  share  of  indirect  cost  of  the  educational  institu¬ 
tion,  to  the  extent  that  the  sum  thereof  is  not  in  excess 
of  the  tuition  that  would  have  been  paid  to  the  par¬ 
ticipating  educational  institution; 

(2)  Salaries  and  related  costs  of  instructors  who  are 
employees  of  the  contractor; 

(3)  Training  materials  and  textbooks;  and 

(4)  Straight-time  compensation  of  each  employee  for 
time  spent  attending  classes  during  working  hours  not  in 
excess  of  156  hours  per  year  where  circumstances  do  not 
permit  the  operation  of  classes  or  attendance  at  classes 
after  regular  working  hours.  In  unusual  cases,  the  period 
may  be  extended  (see  paragraph  (h)  below). 

(d)  Full-time  education.  Costs  of  tuition,  fees,  training 
materials  and  textbooks  (but  not  subsistence,  salary,  or  any 
other  emoluments)  in  connection  with  full-time  education, 
including  that  provided  at  the  contractor's  own  facilities, 
at  a  postgraduate  but  not  undergraduate  college  level,  are 
allowable  only  when  the  course  or  degree  pursued  is  related 
to  the  Held  in  which  the  employee  is  working  or  may 
reasonably  be  expected  to  work  and  are  limited  to  a  total 
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period  not  to  exceed  2  school  years  or  the  length  of  the 
degree  program,  whichever  is  less,  for  each  employee  so 
trained. 

(e)  Specialized  programs.  Costs  of  attendance  of  up  to 
16  weeks  per  employee  per  year  at  specialized  programs 
specifically  designed  to  enhance  the  effectiveness  of 
managers  or  to  prepare  employees  for  such  positions  are 
allowable.  Such  costs  include  enrollment  fees  and  related 
charges  and  employees’  salaries,  subsistence,  training 
materials,  textbooks,  and  travel.  Costs  allowable  under  this 
paragraph  do  not  include  costs  for  courses  that  are  part  of 
&  degree-oriented  curriculum,  which  are  only  allowable  pur¬ 
suant  to  paragraphs  (c)  and  (d)  of  this  subsection. 

(f)  Other  expenses.  Maintenance  expense  and  normal 
depreciation  or  fair  rental  on  facilities  owned  or  leased  by 
the  contractor  for  training  purposes  are  allowable  in  accor¬ 
dance  with  31.205-11,  31.205-17,  31  205-24,  and 

31.205-36. 

(g)  Grants.  Grants  to  educational  or  training  institutions, 
including  the  donation  of  facilities  or  other  properties, 
scholarships,  and  fellowships  are  considered  contributions 
and  are  unallowable. 

(h)  Advance  agreements. 

(1)  Training  and  education  costs  in  excess  of  those 
otherwise  allowable  under  (c)  and  (d)  of  this  subsection, 
including  subsistence,  salaries  or  any  other  emoluments, 
may  be  allowed  to  the  extent  set  forth  in  an  advance  agree- 

<  ment  negotiated  under  31.109.  To  be  considered  for  an 
advance  agreement,  the  contractor  must  demonstrate  that 
the  costs  are  consistently  incurred  under  an  established 
managerial,  engineering,  or  scientific  training  and  educa¬ 
tion  program,  and  that  the  course  or  degree  pursued  is 
related  to  the  field  in  which  the  employees  are  now  work¬ 
ing  or  may  reasonably  be  expected  to  work.  Before  enter¬ 
ing  into  the  advance  agreement,  the  contracting  officer 
shall  give  consideration  to  such  factors  as— 

(i)  The  length  of  employees’  service  with  the 
contractor; 

(ii)  Employee’s  past  performance  and  potential; 

(iii)  Whether  employees  are  in  formal  development 
programs;  and 

(iv)  The  total  number  of  participating  employees. 

(2)  Any  advance  agreement  must  include  a  provision 
requiring  the  contractor  to  refund  to  the  Government 
training  and  education  costs  for  employees  who  resign 
within  12  months  of  completion  of  such  training  or  educa¬ 
tion  for  reasons  within  an  employee's  control. 

(i)  Training  or  education  costs  for  other  than  bona-fide 
employees.  Costs  of  tuition,  fees,  textbooks,  and  similar  | 
or  related  benefits  provided  for  other  than  bona-fide 
employees  are  unallowable,  except  that  the  costs 
incurred  for  educating  employee  dependents  (primary  and 
secondary  level  studies)  when  the  employee  is  working 
in  a  foreign  country  where  public  education  is  not 
available  and  where  suitable  private  education  is 
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inordinately  expensive  may  be  included  in  overseas 
differential. 

(j)  Employee  dependent  education  plans.  Costs  of  college 
plans  for  employee  dependents  are  unallowable. 

31.205- 45  Transportation  costs. 

'  Allowable  transportation  costs  include  freight,  ex¬ 
press,  cartage,  and  postage  charges  relating  to  goods 
purchased,  in  process,  or  delivered.  When  these  costs 
can  be  identified  with  the  items  involved,  they  may  be 
directly  costed  as  transportation  costs  or  added  to 
the  cost  of  such  items.  When  identification  with  the 
materials  received  cannot  be  made,  inbound  transporta¬ 
tion  costs  may  be  charged  to  the  appropriate  indirect  cost 
accounts  if  the  contractor  follows  a  consistent  and  equitable 
procedure.  Outbound  freight,  if  reimbursable  under  the 
terms  of  the  contract,  shall  be  treated  as  a  direct  cost. 

31.205- 46  Travel  costs. 

'(a)(1)  Costs  for  transportation,  lodging,  meals,  and  in¬ 
cidental  expenses  incurred  by  contractor  personnel  on  of¬ 
ficial  company  business  are  allowable  subject  to  paragraphs 

(b)  through  (0  of  this  subsection.  Costs  for  transportation 
may  be  based  on  mileage  rates,  actual  costs  incurred,  or 
on  a  combination  thereof,  provided  the  method  used  results 
in  a  reasonable  charge.  Costs  for  lodging,  meals,  and  in-" 
cidental  expenses  may  be  based  on  per  diem,  actual  ex¬ 
penses,  or  a  combination  thereof,  provided  the  method  used 
results  in  a  reasonable  charge. 

(2)  Except  as  provided  in  subparagraph  (a)(3)  of  this 
subsection,  costs  incurred  for  lodging,  meals,  and  inciden¬ 
tal  expenses  (as  defined  in  the  regulations  cited  in  (a)(2)(i) 
through  (iii)  of  this  subparagraph)  shall  be  considered  to 
be  reasonable  and  allowable  only  to  the  extent  that  they 
do  not  exceed  on  a  daily  basis  the  maximum  per  diem 
rates  in  effect  at  the  time  of  travel  as  set  forth  in  the— 

(i)  Federal  Travel  Regulations,  prescribed  by  die 
General  Services  Administration,  for  travel  in  the  con¬ 
terminous  48  United  States,  available  on  a  subscrip¬ 
tion  basis  from  the  Superintendent  of  Documents,  U.S. 
Government  Printing  Office,  Washington,  DC  20402,'* 
Stock  No.  022-001-81003-7; 

(ii)  Joint  Travel  Regulations,  Volume  2,  DoD* 
Civilian  Personnel,  Appendix  A,  prescribed  by  the 
Department  of  Defense,  for  travel  in  Alaska,  Hawaii, . 
The  Commonwealth  of  Puerto  Rico,  and  territories  and 
possessions  of  the  United  States,  available  on  a 
subscription  basis  from  the  Superintendent  of 
Documents,  U.S.  Government  Printing  Office, 
Washington,  DC  20402,  Stock  No.  908-010-00000-1; 
or 

(iii)  Standardized  Regulations  (Government  Civilians, 
Foreign  Areas),  Section  925,  "Maximum  Travel  Per 
Diem  Allowances  for  Foreign  Areas,”  prescribed  by 
the  Department  of  State,  for  travel  in  areas  not  covered 
in  (a)(2)(i)  and  (ii)  of  this  subparagraph,  available  on 
a  subscription  basis  from  the  Superintendent  of 
Documents,  U.S.  Government  Printing  Officer* 
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Washington,  DC  20402,  Stock  No.  744-008-00000-0.  ‘ 

(3)  In  special  or  unusual  situations,  actual  costs  in  ex- . 
cess  of  the  above-referenced  maximum  per  diem  rates 
are  allowable  provided  that  such  amounts  do  not  exceed 1 
the  higher  amounts  authorized  for  Federal  civilian 
employees  as  permitted  in  the  regulations  referenced  in 

(a) (2)(i),  (ii),  pr  (iii)  of  this  subsection.  For  such  higher 
amounts  to  be  allowable,  all  of  the  following  conditions 
must  be  met; 

(i)  One  of  the  conditions  warranting  approval  of  the ' 
actual  expense  method,  as  set  forth  in  the  regulations 
referenced  iii  (a)(2)(i),(ii),  or  (iii)  of  this  subsection,' 
must  exist.  • 

(ii)  A  written  justification  for  use  of  the  higher' 
amounts  must  be  approved  by  an  officer  of  the  con¬ 
tractor's  organization  or  designee  to  ensure  that  the 
authority  is  properly  administered  and  controlled  to  pre¬ 
vent  abuse. 

(iii)  If  it  becomes  necessary  to  exercise  the  authori¬ 
ty  to  use  the  higher  actual  expense  method  repetitively 
or  on  a  continuing  basis  in  a  particular  area,  the  con¬ 
tractor  must  obtain  advance  approval  from  the  contrac¬ 
ting  officer. 

(iv)  Documentation  to  support  actual  costs  incurred  . 
shall  be  in  accordance  with  the  contractor's  established 
practices  provided  that  a  receipt  is  required  for  each 
expenditure  in  excess  of  $25.00.  The  approved : 
justification  required  by  (a)(3)(ii)  and,  if  applicable, 
(a)(3)(iii)  of  this  subparagraph  must  be  retained. 

(4)  Subparagraphs  (a)(2)  and  (a)(3)  of  this  subsection 
do  not  incorporate  the  regulations  cited  in  (a)(2)(i),(ii), 
and  (iii)  in  their  entirety.  Only  the  coverage  in  the 
referenced  regulations  dealing  with  special  or  unusual 
situations,  the  maximum  per  diem  rates,  and  definitions 
of  lodging,  meals,  and  incidental  expenses  are  incor¬ 
porated  herein. 

(5)  An  advance  agreement  (see  31.109)  with  respect 
to  compliance  with  subparagraphs  (a)(2)  and  (a)(3)  of  this 
subsection  may  be  useful  and  desirable. 

(b)  Travel  costs  incurred  in  the  normal  course  of  overall 
administration  of  the  business  are  allowable  and  shall  be 
treated  as  indirect  costs. 

(c)  Travel  costs  directly  attributable  to  specific  contract 
performance  are  allowable  and  may  be  charged  to  the  con¬ 
tract  under  31.202. 

(d)  Airfare  costs'  in  excess  of  the  lowest  customary  stan¬ 
dard,  coach,  or  equivalent  airfare  offered  during  normal . 
business  hours  are  unallowable  except  when  such  accom-' 
modations  require  circuitous  routing,  require  travel  during 
unreasonable  hours,  excessively  prolong  travel,  result  in  in¬ 
creased  cost  that  would  offset  transportation  savings,  are 
not  reasonably  adequate  for  the  physical  or  medical  needs 
of  the  traveler,  or  are  not  reasonably  available  to  meet  mis- 
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However,  in  order  for  airfare  costs  in  excess  of  the  above 
standard  airfare  to  be  allowable,  the  applicable  condi¬ 
tion^)  set  forth  above  must  be  documented  and  justified, 
(e)  (1)  “Cost  of  travel  by  contractor-owned,  -leased, 
or  -chartered  aircraft,”  as  used  in  this  paragraph,  in¬ 
cludes  the  cost  of  lease,  charter,  operation  (including 
personnel),  maintenance,  depreciation,  insurance,  and 
other  related  costs. 

(2)  The  costs  of  travel  by  contractor-owned,  -leased, 
or  -chartered  aircraft  are  limited  to  the  standard  airfare 
described  in  paragraph  (d)  of  this  subsection  for  the 
flight  destination  unless  travel  by  such  aircraft  is 
specifically  required  by  contract  specification,  term,  or 
condition,  or  a  higher  amount  is  approved  by  the  con¬ 
tracting  officer.  A  higher  amount  may  be  agreed  to 
when  one  or  more  of  the  circumstances  for  justifying 
higher  than  standard  airfare  listed  in  paragraph  (d)  of 
this  subsection  are  applicable  or  when  an  advance 
agreement  under  subparagraph  (e)(3)  of  this  subsection 
has  been  executed.  In  all  cases,  travel  by  contractor- 
owned,  -leased,  or  -chartered  aircraft  must  be  fully 
documented  and  justified.  For  each  contractor-owned, 
-leased,  or  -chartered  aircraft  used  for  any  business 
purpose  which  is  charged  or  allocated,  directly  or  in¬ 
directly,  to  a  Government  contract,  the  contractor 
must  maintain  and  make  available  manifest/logs  for 
all  flights  on  such  company  aircraft.  As  a  minimum, 
the  manifest/log  shall  indicate— 

(i)  Date,  time,  and  points  of  departure; 

(ii)  Destination,  date,  and  time  of  arrival; 

(iii)  Name  of  each  passenger  and  relationship  to 
the  contractor; 

(iv)  Authorization  for  trip;  and 

(v)  Purpose  of  trip. 

(3)  Where  an  advance  agreement  is  proposed  (see 
31.109),  consideration  may  be  given  to  the  following: 

(i)  Whether  scheduled  commercial  airlines  or 
other  suitable,  less  costly,  travel  facilities  are 
available  at  reasonable  times,  with  reasonable  fre¬ 
quency,  and  serve  the  required  destinations  conven¬ 
iently. 

(ii)  Whether  increased  flexibility  in  scheduling 
results  in  time  savings  and  more  effective  use  of  per¬ 
sonnel  that  would  outweigh  additional  travel  costs. 


(0  Costs  of  contractor-owned  or  -leased  automobiles, 
as  used  in  this  paragraph,  include  the  costs  of  lease, 
operation  (including  personnel),  maintenance,  deprecia¬ 
tion,  insurance,  etc.  These  costs  are  allowable,  if 
reasonable,  to  the  extent  that  the  automobiles  are  used 
for  company  business.  That  portion  of  the  cost  of 
company-furnished  automobiles  that  relates  to  personal 
use  by  employees  (including  transportation  to  and  from 
work)  is  compensation  for  personal  services  and  is 
unallowable  as  stated  in  31.205-6(m)(2). 

31.205-47  Defense  of  fraud  proceedings. 

(a)  Definitions.  “Costs,”  as  used  in  this  subsection, 
include,  but  are  not  limited  to,  administrative  and  cleri¬ 
cal  expenses;  the  cost  of  legal  services,  whether  per¬ 
formed  by  in-house  or  private  counsel;  the  costs  of  the 
services  of  accountants,  consultants,  or  others  retained 
by  the  contractor  to  assist  it;  the  salaries  and  wages  of 
employees,  officers,  and  directors;  and  any  of  the  fore¬ 
going  costs  incurred  before  commencing  the  formal 
judicial  or  administrative  proceedings  which  bear  a 
direct  relationship  to  the  proceedings. 

"Fraud,”  as  used  in  this  subsection,  means  (1)  acts  of 
fraud  or  corruption  or  attempts  to  defraud  the  Govern¬ 
ment  or  to  corrupt  its  agents,  (2)  acts  which  constitute 
a  cause  for  debarment  or  suspension  under  9.406-2(a) 
and  9.407-2(a)  and  (3)  acts  which  violate  the  False 
Claims  Act,  31  U.S.C.,  sections  3729-3731,  or  the  Anti- 
Kickback  Act,  41  U.S.C.,  sections  51  and  34. 

(b)  Costs  incurred  in  connection  with  defense  of  any 
(1)  criminal  or  civil  investigation,  grand  jury  proceeding, 
or  prosecution;  (2)  civil  litigation;  or  (3)  administrative 
proceedings  such  as  suspension  or  debarment,  or  any 
combination  of  the  foregoing,  brought  by  the  Govern¬ 
ment  against  a  contractor,  its  agents  or  employees,  are 
unallowable  when  the  charges,  which  are  the  subject  of 
the  investigation,  proceedings,  or  prosecution,  involve 
fraud  or  similar  offenses  (including  filing  of  a  false  cer¬ 
tification)  on  the  part  of  the  contractor,  its  agents  or 
employees,  and  result  in  conviction  (including  conviction 
entered  on  a  plea  of  nolo  contendere),  judgment  against 
the  contractor,  its  agents  or  employees,  or  decision  to 
debar  or  suspend,  or  are  resolved  by  consent  or  com¬ 
promise. 
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(c)  In  circumstances  where  the  charges  of  fraud  are 
resolved  by  consent  or  compromise,  the  parties  may 
agree  as  to  the  extent  of  allowability  of  such  costs  as  a 
part  of  such  resolution. 

(d)  Costs  which  may  be  unallowable  under  31.203-47, 
including  directly  associated  costs,  shall  be  differentiated 
and  accounted  for  by  the  contractor  so  as  to  be  separately 
identifiable.  During  the  pendency  of  any  proceeding  or 
investigation  covered  by  paragraph  (b)  of  this  subsection, 
the  contracting  officer  should  generally  withhold  pay¬ 
ment  of  such  costs.  However,  the  contracting  officer  may 
in  appropriate  circumstances  provide  for  conditional 
payment  upon  provision  of  adequate  security,  or  other 
adequate  assurance,  and  agreement  by  the  contractor  to 
repay  all  unallowable  costs,  plus  interest,  if  a  conviction 
or  judgment  is  rendered  against  it. 

31.205- 48  Deferred  research  and  development  costs. 

“Research  and  development,”  as  used  in  this  subsec¬ 
tion,  means  the  type  of  technical  effort  which  is  de¬ 
scribed  in  31.205-18  but  which  is  sponsored  by,  or 
required  in  performance  of,  a  contract  or  grant.  Re¬ 
search  and  development  costs  (including  amounts  cap¬ 
italized)  that  were  incurred  before  the  award  of  a  par¬ 
ticular  contract  are  unallowable  except  when  allowable 
as  precontract  costs.  In  addition,  when  costs  are  in¬ 
curred  in  excess  of  either  the  price  of  a  contract  or 
amount  of  a  grant  for  research  and  development  effort, 
such  excess  may  not  be  allocated  as  a  cost  to  any  other 
Government  contract. 

31.205- 49  Goodwill. 

Goodwill,  an  unidentifiable  intangible  asset,  originates 
under  the  purchase  method  of  accounting  for  a  business  com¬ 
bination  when  the  price  paid  by  the  acquiring  company 
exceeds  the  sum  of  the  identifiable  individual  assets  acquired 
less  liabilities  assumed,  based  upon  their  fair  values.  The 
excess  is  commonly  referred  to  as  goodwill.  Goodwill  may 
arise  from  the  acquisition  of  a  company  as  a  whole  or  a 
portion  thereof.  Any  costs  for  amortization,  expensing, 
write-off,  or  write-down  of  goodwill  (however  represented) 
are  unallowable. 

31.205- 50  Executive  lobbying  costs. 

Costs  incurred  in  attempting  to  improperly  influence 
(see  FAR  3.401),  either  directly  or  indirectly,  an 
employee  or  officer  of  the  executive  branch  of  the 
Federal  Government  to  give  consideration  or  to  act  regar¬ 
ding  a  regulatory  or  contract  matter  are  unallowable. 

31.205- 51  Costs  of  alcoholic  beverages. 

Costs  of  alcoholic  beverages  are  unallowable. 

SUBPART  31.3— CONTRACTS  WITH 
EDUCATIONAL  INSTITUTIONS 

31.301  Purpose. 

This  subpart  provides  the  principles  for  determining 
the  cost  of  research  and  development,  training,  and 
other  work  performed  by  educational  institutions  under 
contracts  with  the  Government. 
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31.701 

31.302  General. 

Office  of  Management  and  Budget  (OMB)  Circular 
No.  A-21,  Cost  Principles  for  Educational  Institutions, 
revised,  provides  principles  for  determining  the  costs 
applicable  to  research  and  development,  training,  and 
other  work  performed  by  educational  institutions  under 
contracts  with  the  Government. 

31.303  Requirements. 

(a)  Contracts  that  refer  to  this  Subpart  31.3  for  deter¬ 
mining  allowable  costs  under  contracts  with  education¬ 
al  institutions  shall  be  deemed  to  refer  to,  and  shall 
have  the  allowability  of  costs  determined  by  the  con¬ 
tracting  officer  in  accordance  with,  the  revision  of 
OMB  Circular  A-21  in  effect  on  the  date  of  the  con¬ 
tract. 

(b)  Agencies  are  not  expected  to  place  additional 
restrictions  on  individual  items  of  cost. 

SUBPART  31.4— KISSER  VED 
SUBPART  31.5— RESERVED 
SUBPART  31.6— CONTRACTS  WITH  STATE, 

LOCAL,  AND  FEDERALLY  RECOGNIZED 

INDIAN  TRIBAL  GOVERNMENTS 

31.601  Purpose. 

This  subpart  provides  the  principles  for  determining 
allowable  cost  of  contracts  and  subcontracts  with  State, 
local,  and  federally  recognized  Indian  tribal  govern¬ 
ments. 

31.602  General. 

Office  of  Management  and  Budget  (OMB)  Circular 
No.  A-87,  Cost  Principles  for  State  and  Local  Govern¬ 
ments,  Revised,  sets  forth  the  principles  for  determin¬ 
ing  the  allowable  costs  of  contracts  and  subcontracts 
with  State,  local,  and  federally  recognized  Indian  tribal 
governments.  These  principles  are  for  cost  determina¬ 
tion  and  are  not  intended  to  identify  the  circumstances 
or  dictate  the  extent  of  Federal  and  State  or  local 
participation  in  financing  a  particular  contract. 

31.603  Requirements. 

(a)  Contracts  that  refer  to  this  Subpart  31.6  for  deter¬ 
mining  allowable  costs  under  contracts  with  State, 
local  and  Indian  tribal  governments  shall  be  deemed  to 
refer  to,  and  shall  have  the  allowability  of  costs  deter¬ 
mined  by  the  contracting  officer  in  accordance  with, 
the  revision  of  OMB  Circular  A-87  which  is  in  effect 
on  the  date  of  the  contract. 

(b)  Agencies  are  not  expected  to  place  additional 
restrictions  on  individual  items  of  cost. 

SUBPART  31.7— CONTRACTS  WITH  NONPROFIT 
ORGANIZATIONS 

31.701  Purpose. 

This  subpart  provides  the  principles  for  determining 
the  cost  applicable  to  work  performed  by  nonprofit 
organizations  under  contracts  with  the  Government.  A 
nonprofit  organization,  for  purpose  of  identification,  is 
defined  as  a  business  entity  organized  and  operated 
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exclusively  for  charitable,  scientific,  or  educational  pur¬ 
poses,  of  which  no  part  of  the  net  earnings  inure  to  the 
benefit  of  any  private  shareholder  or  individual,  of 
which  no  substantial  part  of  the  activities  is  carrying  on 
propaganda  or  otherwise  attempting  to  influence  legis¬ 
lation  or  participating  in  any  political  campaign  on 
behalf  of  any  candidate  for  public  office,  and  which  are 
exempt  from  federal  income  taxation  under  section  501 
of  the  Internal  Revenue  Code. 

31.702  General. 

Office  of  Management  and  Budget  (OMB)  Circular 
No.  A- 122,  Cost  Principles  for  Nonprofit  Organiza¬ 
tions,  sets  forth  principles  for  determining  the  costs 


applicable  to  work  performed  by  nonprofit  organiza¬ 
tions  under  contracts  (also  applies  to  grants  and  other 
agreements)  with  the  Government. 

31.703  Requirements. 

(a)  Contracts  which  refer  to  this  Subpart  31.7  for 
determining  allowable  costs  shall  be  deemed  to  refer 
to,  and  shall  have  the  allowability  of  costs  determined 
by  the  contracting  officer  in  accordance  with,  the  revi¬ 
sion  of  OMB  Circular  A-122  in  effect  on  the  date  of 
the  contract. 

(b)  Agencies  are  not  expected  to  place  additional 
restrictions  on  individual  items  of  cost. 
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15.802  Policy. 

(b)(2)  (This  prohibition  neither  prevents  the  negotiation  of 
indirect  costs  and  other  rates  applicable  to  several  contracts  nor 
prohibits  FPRA's  applicable  to  several  contracts.) 

15.803  General. 

(b)  When  necessary,  requirements  and  technical  specialists 
should  be  consulted.  The  primary  responsibility  for  the  adequacy  of 
specifications  and  for  the  delivery  requirements  must  necessarily  rest 
with  requirements  and  technical  groups.  However,  the  contracting 
officer  should  be  aware  of  the  effect  which  these  factors  may  have  on 
prices  and  competition,  and  should,  prior  to  award,  inform 
requirements  and  technical  groups  of  any  unsatisfactory  effect  which 
their  decisions  have  on  prices  or  competition. 

(d)  When  products  are  sold  in  the  open  market,  costs  are  not 
necessarily  the  controlling  factor  in  establishing  a  particular 
seller's  price.  Similarly,  where  competition  may  be  ineffective  or 
lacking,  estimated  costs  plus  estimated  profit  are  not  the  only 
pricing  criteria.  In  some  cases,  the  price  appropriately  may 
represent  only  a  part  of  the  seller's  cost  and  include  no  estimate  for 
profit  or  fee,  as  in  research  and  development  projects  where  the 
contractor  is  willing  to  share  part  of  the  costs.  In  other  cases, 
price  may  be  controlled  by  competition.  The  objective  of  the 
contracting  officer  shall  be  to  negotiate  fair  and  reasonable  prices 
in  which  due  weight  is  given  to  all  relevant  factors.  When 
negotiations  indicate  the  need  for  using  other  than  a  firm  fixed-price 
contract,  there  should  be  compatibility  between  the  type  of  contract 
selected  and  the  contractor's  accounting  system. 

15.804  Cost  or  Pricing  Data. 

15.804-2  Requiring  Certified  Cost  or  Pricing  Data. 

(a) (1) (ii)  The  term  "price  adjustment"  or  "pricing  adjustment" 
means  the  aggregate  increases  and/or  decreases  in  costs  plus 
applicable  profits. 

(2)  Partial  or  limited  data  may  be  requested  when  less  than 
complete  cost  analysis  (e.g.,  analysis  of  only  specific  factors)  will 
provide  a  reasonable  pricing  result  on  awards  under  $100,000  without 
the  submission  of  complete  cost  or  pricing  data.  The  contracting 
officer  shall  request  only  that  data  which  the  contracting  officer 
considers  adequate  to  support  the  limited  extent  of  the  cost  analysis 
required  and  he  will  not  require  certification. 

(b) (1)  Cost  or  pricing  data  shall  not  be  required  merely  in 
anticipation  of  postaward  review  of  the  contract. 
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(2)  If,  after  cost  or  pricing  data  were  initially  requested  and 
received,  it  is  determined  that  adequate  price  competition  does  exist, 
the  data  need  not  be  certified. 

15.804-3  Exemption  from  or  Waiver  of  Submission  of  Certified  Cost  or 
Pricing  Data. 

(a) (1)  When  economic  price  adjustment  provisions  are  included  in 
competitive  acquisitions,  see  FAR  16.203-2(5). 

(b) (2)(ii)  An  example  of  a  determinative  advantage  is  where 
substantial  costs,  such  as  start-up  or  other  nonrecurring  expenses, 
have  already  been  absorbed  in  connection  with  previous  sales,  thus 
placing  the  competitor  in  a  preferential  position. 

(3)  Examples  of  a  price  "based  on"  adequate  price  competition 
are:  (i)  exercise  of  an  option  in  a  contract  for  which  there  was 
adequate  price  competition  if  the  option  price  has  been  determined  to 
be  reasonable  in  accordance  with  FAR  17.207(d);  and  (ii)  an  item 
normally  is  acquired  competitively  but  in  a  particular  situation  only 
one  offer  is  solicited  or  received,  and  the  price  clearly  is 
reasonable  in  comparison  with  recent  purchases  of  comparable 
quantities  for  which  there  was  adequate  price  competition. 

(c) (6)  In  addition,  cost  or  pricing  data  may  be  requested,  if 
necessary,  where  there  is  such  a  disparity  between  the  quantity  being 
acquired  and  the  quantity  for  which  there  is  such  a  catalog  or  market 
price  that  pricing  cannot  reasonably  be  accomplished  by  comparing  the 
two. 

(7)  In  determining  exemptions,  it  is  the  item  under 
consideration  that  must  meet  the  test.  The  ultimate  objective  is  to 
achieve  fair  and  reasonable  prices  for  items  bought.  Altered  terms, 
minor  configuration  changes,  extra  inspection  requirements,  or 
quantity  differences  are  adequate  reasons  for  pricing  items 
differently  from  catalog  or  market  prices. 

(e)(3)  In  anticipation  of  repetitive  acquisitions  of  a  catalog 
item,  the  contracting  officer  or  the  cognizant  ACO  may  make  special 
arrangements  for  submission  of  the  exemption  claim.  The  submission 
need  not  be  on  a  Standard  Form  1412,  but  shall  include  any  data 
required  by  the  form  and  include  or  incorporate  by  reference  all  the 
applicable  definitions,  representations  and  rights  included  in  the 
form.  Government  approval  of  the  exemption  claim  shall  set  forth  the 
effective  period,  usually  not  more  than  one  year,  and  require  the 
contractor  to  furnish  any  later  information  that  might  raise  a 
question  as  to  the  continuation  of  the  exemption.  Such  approval  may 
be  extended  to  other  Government  contracting  offices  with  their 
concurrence. 

Note:  A  copy  of  each  waiver  shall  be  sent  to  the  Deputy  Assistant 
Secretary  for  Procurement,  Office  of  Assistant  Secretary  of  Defense, 
Acquisition  and  Logistics. 
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(i)  Set  forth  below  is  a  format  for  the  D4Fs  to  be  made  by  the 
agency  head  with  respect  to  waiving  the  requirement  for  submission  of 
cost  or  pricing  data  and  certification  there  f,  as  required  by  10 
U.S.C.  2306(f),  and  for  waiving  the  inclusio'  of  the  clauses  required 
by  FAR  52.214-27  and  52.215-25.  The  format  u.ay  be  used  also  for  the 
D4Fs  for  such  waiver  made  by  the  Head  of  the  Procuring  Activity  for 
contracts  with  foreign  governments  or  agencies  thereof. 

(Military  Department  or  Agency) 

Determination  and  Findings 

Authority  to  Waive  Submission  of  Cost  or  Pricing  Data  and  Certificate 

Upon  the  basis  of  the  following  findings  and  determination  which 
I  hereby  make  as  agency  head,  the  requirement  for  submission  of  cost 
and  pricing  data  and  certificate  described  below  may  be  waived 
pursuant  to  the  authority  of  10  U.S.C.  2306(f),  as  implemented  by  FAR 
15. 804—3 ( i ) . 

Findings 

1 .  The  _ (2_) _  proposes  to  enter  into  a  contract  with 

_ y_) _  for  the  acquisition  of  _ (JO _ . 

2.  Pursuant  to  FAR  15.804-2,  the  proposed  contractor  is  required  to 

submit  certified  cost  or  pricing  data.  However,  waiver  of  submission 
of  the  certified  cost  or  pricing  data  described  below  is  justified  for 
the  reasons  indicated:  _ (5) _ . 


Determination 

1.  The  requirement  for  submission  of  cost  or  pricing  data  for  the 
proposed  contract  action  may  be  waived. 

Date 


NOTES: 


( 1 )  In  the  case  of  a  contract  with  a  foreign  government  or 
agency  thereof,  delete  the  words  "agency  head"  and 
substitute  therefor  "head  of  a  procuring  activity." 

(2)  Procuring  or  contracting  activity. 

(3)  Name  of  supplier. 

(4)  Brief  description  of  supplies  or  services. 

(5)  Describe  the  cost  or  pricing  data  requirements  to  be 
waived.  (The  waiver  may  be  partial,  i.e.  limited  to 
particular  cost  or  pricing  data.)  Set  forth  the 
circumstances  and  conditions  which  make  the  proposed 
contract  action  an  exceptional  case  and  state  the 
reasons  which  justify  the  proposed  waiver. 


DOD  FAR  SUPPLEMENT 


D-83 


6  JAMUART  1986 


15.8-4 


15.804- 4  Certificate  of  Current  Cost  or  Pricing  Data. 

(c)  The  data  on  numerous  minor  material  items  each  of  which  by 
itself  would  be  insignificant  may  be  reasonably  available  only  as  of  a 
cut-off  date  prior  to  agreement  on  price  because  the  volume  of 
transactions  would  make  the  use  of  any  later  data  impracticable. 
Furthermore,  except  where  a  single  item  is  used  in  substantial 
quantity,  the  net  effect  of  any  changes  to  the  prices  of  such  minor 
items  would  likely  be  insignificant. 

15.804- 6  Procedural  Requirements. 

(b) (2)  The  following  may  be  used  with  the  SF  1411: 

(i)  When  Contract  Cost  Data  Reports  are  required  by  the  purchase 
request,  the  contractor  shall  be  required  to  submit  DD  Forms  1921 
and/or  1 92 1—1  to  support  the  SF  1411.  The  DD  Forms  1921  shall  be 
prepared  in  accordance  with  the  Contractor  Cost  Data  Reporting  (CCDR) 
System  (Army  -  AMCP  715-8,  Navy  -  0ASN(S&L),  CdM-CPR,  and  Air  Force  - 
AFLCP/AFSCP  800-15).  The  contractor  supporting  data  shall  be  prepared 
in  such  a  manner  as  to  support  each  cost  element  on  the  DD  Form  1921- 
1. 

(ii)  Contract  Pricing  Proposal  Supporting  Schedules  may  be 
devised  by  contracting  offices  to  require  such  supporting  data  to  the 
foregoing  forms  as  is  considered  necessary  and  reasonable  through 
knowledge  of  industry,  company  or  commodity  practices. 

(c)  To  the  extent  possible,  the  understanding  should  relate  to 
the  contractor's  formal  estimating  system.  Notwithstanding  the 
foregoing,  significant  matters  important  to  contractor  management  and 
to  the  Government  and  any  related  data  within  the  contractor's 
organization  or  the  organization  of  a  subcontractor  or  prospective 
subcontractor  would  be  expected  to  be  current  on  the  date  of  agreement 
on  price  and,  therefore,  will  be  treated  as  reasonably  available  as  of 
that  date.  Although  changes  in  the  labor  base  or  in  prices  of  major 
material  items  are  generally  significant  matters,  no  hard  and  fast 
rule  can  be  laid  down  since  what  is  significant  can  depend  upon  such 
circumstances  as  the  size  and  nature  of  the  acquisition. 

(e)  The  referral  to  higher  authority  shall  also  include  a 
complete  statement  of  the  attempts  made  to  resolve  the  matter, 
including  (1)  steps  taken  to  secure  essential  cost  or  pricing  data, 

(2)  efforts  to  secure  the  contractor's  cooperation  in  the 
establishment  of  a  satisfactory  business  relationship,  and  (3)  any 
assurances  offered,  such  as  agreements  to  adequately  safeguard 
information  furnished. 

(f)  Since  an  offeror  may  propose  a  price  which  does  not  include 
all  preproduction  and  startup  or  other  nonrecurring  costs  for  the 
purpose  of  obtaining  the  first  production  contract  and  for  gaining  an 
advantage  over  competitors  in  negotiations  for  future  acquisitions,  it 
is  important  to  know  whether  the  offeror  intends  to  absorb  any  portion 
of  these  costs  or  whether  the  offeror  plans  to  recover  them  in 
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connection  with  subsequent  pricing  actions  under  the  proposed  or 
future  contracts.  This  information  is  needed  in  evaluating  competing 
proposals  to  determine  which  proposal  is  most  likely  to  result  in  the 
lowest  overall  cost  to  the  Government,  particularly  where  the 
successful  offeror  is  likely  to  become,  in  effect,  a  sole  source  for 
follow  on  acquisitions  (including  spare  parts  or  other  support  items). 

(g)(3)  In  addition  to  submitting  cost  or  pricing  data  from  the 
prospective  subcontractor  most  likely  to  be  awarded  the  subcontract, 
the  contractor  shall  submit  other  data  pertaining  to  subcontract 
costs,  includiog  other  subcontractor  quotations.  Failure  by  the 
contractor  to  submit  subcontract  cost  or  pricing  data  may  be  cause  for 
disqualification  of  the  contractor  from  further  consideration  for 
award  of  the  proposed  contract. 

15.804-7  Defective  Cost  or  Prioiog  Data. 

(b)(2)  In  the  absence  of  evidence  to  the  contrary,  the  natural 
and  probable  consequence  of  defective  data  is  an  increase  in  the 
contract  price  in  the  amount  of  the  defect  plus  related  burden  and 
profit  or  fee;  therefore,  unless  there  is  a  clear  indication  that  the 
defective  data  were  not  used,  or  were  not  relied  upon,  the  contract 
price  should  be  reduced  in  that  amount.  In  establishing  that  the 
defective  data  caused  an  increase  in  the  contract  price,  the 
contracting  officer  is  not  expected  to  reconstruct  the  negotiation  by 
speculating  as  to  what  would  have  been  the  mental  attitudes  of  the 
negotiating  parties  if  the  correct  data  had  been  submitted  at  the  time 
of  agreement  on  price. 

(d)  An  auditor's  advisory  report  of  postaward  reviews  of  cost 
and  pricing  data  may  result  either  from  a  specific  request  of  a 
contracting  officer  or  from  audit  action  initiated  independent  of  a 
contracting  officer's  request. 

(e)  In  exercising  the  Government's  rights  in  such  cases,  the 
contracting  officer  will  consider  the  varying  circumstances  discussed 
below. 

( e ) (70 )  In  some  instances,  the  prime  contractor  may  have  reached 
agreement  on  price  with  a  subcontractor  before  the  prime  contractor 
and  the  Government  agree  on  a  definitive  price.  This  might  occur,  for 
example,  if  the  prime  contractor  commenced  performance  under  an 
unpriced  action  such  as  a  letter  contract.  In  such  cases,  the 
subcontractor's  cost  or  pricing  data  must  be  submitted  with  the  prime 
contractor's  submission.  If  any  such  subcontractor  data  are 
subsequently  found  to  be  defective,  the  prime  contract  is  subject  to 
price  adjustment  in  the  same  manner  as  would  be  the  case  if  any  other 
cost  or  pricing  data  submitted  by  the  prime  contractor  proved  to  be 
defective. 

( e) (7 1 )  The  Government  and  the  prime  contractor  will  normally 
agree  on  the  price  of  a  contract  prior  to  final  agreement  on  price 
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between  the  prime  contractor  and  his  subcontractor.  In  such  cases, 
the  prime  contract  price  will  be  based,  in  part,  on  subcontract  cost 
estimates.  The  prime  contractor  will  be  expected  to  support  the 
subcontract  cost  estimates  with  subcontractor  cost  or  pricing  data. 

The  prime  contract  price  will  be  subject  to  adjustment  on  the  basis  of 
defective  subcontractor  cost  or  pricing  data  submitted  prior  to 
agreement  on  the  prime  contract  price  if: 

(1)  such  subcontractor  data  were  not  accurate,  complete,  or 
current  as  of  the  date  certified  in  the  prime  contractor’s  Certificate 
of  Cost  or  Pricing  Data,  or  in  some  cases  were  not  accurate  as 
submitted  by  the  subcontractor,  and 

(ii)  the  prime  contract  price  was  increased  by  a  significant  sum 
because  of  such  defective  subcontractor  data. 

(f)  Conditions  may  be  prescribed  by:  the  Office  of  the 
Assistant  Secretary  of  the  Army  (Research,  Development  and 
Acquisition),  for  the  Army;  Office  of  the  Assistant  Secretary  of  the 
Navy  (Shipbuilding  &  Logistics),  DCBM,  for  the  Navy;  the  Director  of 
Contracting  and  Manufacturing  Policy,  Headquarters,  USAF  (AF/RDC),  for 
the  Air  Force;  and  the  Executive  Director,  Contracting,  for  the 
Defense  Logistics  Agency. 

(2)  Although  the  action  is  taken  under  those  price  reduction 
clauses  rather  than  under  Part  31  as  a  practical  matter  the  result  is 
the  same,  i.e.,  the  increased  costs  will  be  disallowed  under  cost-type 
contracts  or  not  considered  as  actual  costs  for  final  pricing  of 

rede terminable  or  incentive-type  contracts.  The  action  is  taken  under 
the  price  reduction  clauses  because  not  only  will  the  increased  costs 
be  disallowed  or  not  considered  as  actual  costs  but  also  the  fixed-fee 
or  target  profit  included  in  the  initial  price  may  be  subject  to 
reduction  in  accordance  with  (1)  and  (2)  of  15. 804-7 (e)  above. 

15.8011-8  Contract  Clauses.  The  requirement  for  inclusion  of  the 
specified  clauses  in  contracts  with  foreign  governments  or  agencies 
may  be  waived  in  exceptional  cases  by  the  Agency  head  (see  FAR  15.804- 
3(i)).  The  contracting  officer  shall  also  include  the  clause  at  FAR 
52.215-22  when  obtaining  partial  cost  or  pricing  data  in  accordance 
with  15.804-2(a) (2) . 

(70)  The  clause  at  52.215-7000,  Aggregate  Pricing  Adjustment, 
shall  be  included  in  all  solicitations  and  contracts  which  include  a 
clause  at  FAR  52.215-23,  FAR  52.215-24,  or  at  FAR  52.215-25.  The 
Contracting  Officer  may  insert  a  lesser  dollar  amount,  if  appropriate. 

15.805  Proposal  Analysis. 

15.805-1  General. 

(a)  The  contracting  officer  should  also  note  the  following: 
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(a) (70)  Each  contracting  officer  is  responsible  for  performing 
or  having  performed  all  administrative  aotions  neoessary  for  effective 
contracting. 

(a)(71)  For  certain  acquisitions,  it  may  be  necessary  to  convene 
a  formal  "Should  Cost"  (see  FAR  15.810)  team  of  specialists  to 
evaluate  the  contractor's  cost  projections,  supporting  standards,  and 
other  in-plant  management,  operational  and  performance  practices,  on 
which  cost  projections  are  based. 

(a)  (72)  Contract  auditors  are  professional  accountants  who, 
although  organizationally  Independent,  are  the  principal  advisors  to 
contracting  officers  on  contractor  accounting  and  contract  audit 
matters.  Contract  audit  services  are  available  in  two  forms: 

(i)  Audit  reports  setting  forth  the  results  of  auditors'  reviews 
and  analyses  of  cost  data  submitted  by  contractors  as  part  of  pricing 
proposals,  reviews  of  contractors'  accounting  systems,  estimating 
methods,  and  other  related  matters;  and 

(ii)  "On-the-spot"  personal  consultation  and  advice  to 
contracting  and  contract  administration  personnel  in  connection  with 
analyses  of  contractors'  cost  representations  and  related  matters  by 
liaison  auditors  stationed  at  contracting  and  contract  administration 
offices.  (DCAA  provides  procurement  liaison  auditors  (PLAs)  at  most 
major  contracting  and  contract  administration  offices  to  facilitate 
the  receipt  and  use  of  audit  service  and  to  provide  accounting  and 
audit  advice  as  to  whether  or  not  audit  review  of  a  price  proposal 
should  be  waived.) 

(b)  Some  form  of  price  or  oost  analysis  is  required  in 
connection  with  every  negotiated  contract  action.  The  method  and 
degree  of  analysis,  however,  is  dependent  on  the  facts  surrounding  the 
particular  acquisition  and  prloing  situation.  The  extent  of  cost 
analysis  should  be  that  neoessary  to  assure  reasonableness  of  the 
pricing  result,  taking  into  consideration  the  amount  and  complexity  of 
the  proposed  contract.  Normally,  a  sound  conclusion  as  to  value 
cannot  be  made  on  the  basis  of  cost  analysis  alone.  Depending  on  the 
information  available,  a  price  arrived  at  by  cost  analysis  should  be 
corroborated  through  price  analysis  techniques. 

15.805-2  Priee  Analysis. 

(b)  To  provide  a  suitable  basis  for  comparison,  appropriate 
allowances  must  be  made  for  differences  in  such  factors  as  time  of 
prior  acquisitions,  specifications,  quantities  ordered,  time  for 
delivery,  Government-furnished  materials,  and  experienced  trends  of 
improvement  in  production  efficiency.  It  must  also  be  recognized  that 
suoh  comparison  may  not  detect  an  unreasonable  current  quotation 
unless  the  reasonableness  of  the  prior  prices  was  established  and 
unless  changes  in  the  general  level  of  business  and  prices  have  been 
considered. 
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15.805*4  Technical  Analysis.  Technical  analyses  by  the  Plant  Rep/ACO 
and  the  team  members  shall  be  based  on  their  knowledge  of  such  factors 
as  production,  quality  assurance,  engineering  and  manufacturing 
practices  and  techniques,  and  information  as  to  plant  capacity, 
scheduling,  engineering  and  production  "know-how,"  Government 
property,  make-or-buy  considerations,  and  industrial  security, 
particularly  as  these  relate  to  practices  of  the  speoifio  prospective 
contractor. 

15.805-5  Field  Pricing  Support. 

(a)(1)  Contracting  officers  shall  request  field  pricing  reports 
for  contracts  and  modifications  resulting  from  a  proposal  in  excess  of 
$100,000  for  a  firm  fixed-price  contract,  $250,000  for  a  fixed-price 
incentive  contract,  and  $500,000  for  a  cost  type  contract.  The 
requirement  for  subject  reports  may  be  waived,  with  adequate 
justification,  at  one  level  above  the  contracting  officer.  Requests 
for  field  pricing  support  should  be  tailored  to  ask  for  minimum 
essential  information  needed  to  ensure  a  fair  and  reasonable  price  is 
achieved.  Information  of  the  type  described  in  (i)  through  (vi) 
below,  which  is  often  available  to  the  contracting  offioer  from  the 
Plant  Rep/ACO  or  from  the  Procurement  Liaison  Auditor  (PLA),  should  be 
useful  in  determining  the  extent  of  any  field  pricing  support  that  is 
needed. 

(1)  In-house  engineering  determination  of  level  of  effort 
required  in  connection  with  research  and  development  or  study 
contracts. 

(ii)  Audited  cost  information  from  contract  awards  in  process,  or 
recently  negotiated  contracts. 

(iii)  Adequately  reviewed  data  on  proposed  subcontract  items  which 
constitute  the  major  portion  of  the  prime  oontract  price  proposal. 

(iv)  Prices  of  standard  commercial  items  which  constitute  the 
major  portion  of  the  prime  contract  price  proposal. 

(v)  Special  forward  pricing  formulas  or  rates  such  as  for 
support  items,  or  forecast  overhead  rates,  prescribed  in  an  existing 
advance  agreement. 

(vl)  Current  labor  rates,  overhead  rates,  loading  faotors,  per 
diem  rates,  and  lot  data  based  upon  aotual  oosts  and  labor  hours. 

It  should  be  borne  in  mind  that  no  single  category  of  information  is 
necessarily  sufficient  by  itself;  for  example,  information  as  to  rates 
for  labor  and  overhead  would  normally  require  data  concerning  the  base 
elements — labor  hours,  material  oosts,  etc. — to  whioh  the  rates  apply. 

(2)  The  Plant  Rep/ACO,  as  well  as  the  contract  auditor,  will  be 
responsible  for  providing  complete  and  accurate  field  pricing  report 
to  the  contracting  offioer.  To  accomplish  this  end,  the  Plant  Rep/ACO 
must: 
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(i)  In  concert  with  the  auditor  and  in  consideration  of  the 
auditor's  workload,  establish  a  deadline  for  the  auditor's  input, 
subject  to  date  adjustments  when  considered  necessary  (adjustments 
will  be  coordinated  by  the  Plant  Rep/ACO  with  the  contracting  officer 
and  the  contract  auditor) ; 

(ii)  Identify  areas  for  special  consideration  (these  an<?  areas  in 
addition  to  those  specified  by  the  contracting  officer);  / 

(iii)  Arrange  for  exchanges  of  technical  and  audit  information; 
and 

(iv)  Be  fully  responsive  to  a  request  for  technical  Information 
from  the  auditor. 

(a) (70)  If  an  audit  review  will  not  be  required,  either  as  a 
separate  report  or  as  part  of  a  field  pricing  report,  before 
negotiating  any  contract  or  modification  for  which  a  proposal  is 
submitted  in  excess  of  #500,000,  approval  shall  be  obtained  at  a  level 
above  the  contracting  officer. 

( c) ( 1 ) (70 )  When  field  pricing  reviews  are  required,  contracting 
officers  should  note  the  following: 

(A)  The  Plant  Representative/Administrative  Contracting  Officer 
(Plant  Rep/ACO)  is  the  team  manager  for  all  contracting  officer 
requests  for  field  pricing  support.  The  contracting  officer  shall 
send  all  requests  for  field  pricing  support  to  the  cognizant  field 
contract  administration  activity;  generally,  the  Plant  Rep  for  the 
Services  and  the  ACO  for  DCAS(DLA).  To  expedite  the  pricing  review 
process,  these  requests  shall  be  marked  in  bold  letters  on  the  mailing 
envelope  "FIELD  PRICING  REQUEST."  On  urgent  requests,  provide 
facsimile  numbers  in  the  requests  to  facilitate  sending  the  complete 
report.  A  copy  of  the  request  will  also  be  sent  to  the  cognizant 
audit  activity. 

(B)  When  the  contracting  officer  knows  in  advance  that  field 
pricing  support  will  be  required,  the  contracting  officer  shall 
provide  the  cognizant  Plant  Rep/ACO  and  auditor  a  copy  of  the 
solicitation.  If  the  contracting  officer  requires  the  contractor  to 
provide  copies  of  the  proposal  directly  to  the  Plant  Rep/ACO  and 
auditor,  a  field  pricing  request  shall  be  issued  along  with  the 
solicitation.  In  this  event,  the  contracting  officer  shall  include  in 
the  field  pricing  request,  the  approximate  date  the  proposal  will  be 
provided  by  the  contractor,  and  identify  those  specific  areas  for 
which  field  pricing  support  is  required. 

(C)  Where  audit  reports  are  received  on  contracting  actions  that 
are  subsequently  canceled  or  unsuccessful,  the  cognizant  auditor  shall 
be  notified  in  writing. 

(c)(1)(71)  When  field  pricing  reports  are  requested  for 
acquisition  of  parts  or  support  equipment,  the  reports  shall  as  a 
minimum  include,  but  will  normally  be  limited  to,  the  following: 

(A)  A  detailed  analysis  of  each  line  item  where  the  quoted  price 
exceeds  by  25  percent  or  more  the  lowest  price  to  the  Government  of 
the  item  at  any  time  within  the  most  recent  12-month  period.  |These 
items  will  be  specified  in  the  request  for  field  pricing  support. 
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(B)  The  results  of  a  review  of  the  description  and  the  price  of 
each  line  item  in  the  proposal  made  to  assist  in  identifying  any 
obvious  overpricing.  Those  items,  so  identified,  will  be  subjected  to 
further  analysis. 

(C)  An  analysis  of  the  significant  high-dollar-value  items.  If 
there  are  no  obvious  high-dollar-value  items  (i.e.,  the  majority  of 
line  items  are  of  approximate  equal  value),  a  random  sampling 
technique  should  be  used. 

(D)  An  analysis  of  a  random  sample  of  the  remaining  low-dollar- 
value  line  items.  Sample  size  may  be  determined  by  subjective 
judgment,  e.g.,  experience  with  the  contractor,  reliability  of 
contractor's  estimating/accounting  systems,  credibility  of  proposals, 
etc. 

(c) (1)(72)  When  field  pricing  reports  are  to  be  requested  for 
spare  parts  proposals  that  have  been  identified  as  Spares  Acquisition 
integrated  with  Production  (SAIP)  items  (see  DoD  Instruction  42^5.12), 
the  contracting  officer  shall — 

(A)  Include  a  copy  of  the  data  entitled  "Contractor's 
Procurement  Schedule  for  SAIP"  (Data  Item  DI-V-7200),  or  equivalent, 
in  the  request  so  that  the  benefits  of  combining  new  and  in-process 
quantities  can  be  assured  (this  data  is  delivered  by  the  contractor  on 
contracts  that  include  SAIP  requirements);  or 

(B)  Require  the  contractor  to  include  this  data  in  its  proposal. 

(d)  The  efforts  of  all  field  pricing  support  team  members  are 
complementary,  advisory  and  also  offer  an  ex„exJ.ent  check  and  balance 
of  the  various  analyses  imperative  to  the  contracting  officer's  final 
pricing  decision.  Therefore,  it  is  essential  that  there  be  close 
understanding,  cooperation  and  communication  to  ensure  the  exchange  of 
information  of  mutual  interest  dur'ng  the  period  of  analysis.  While 
they  shall  review  the  data  concurrently  when  possible,  each  shall 
render  services  within  the  individual  area  of  responsibility.  For 
example,  on  quantitative  factors  (such  as  labor  hours),  the  auditor 
may  find  it  necessary  to  compare  proposed  hours  with  hours  actually 
expended  on  the  same  or  similar  products  in  the  past  as  reflected  on 
the  cost  records  of  the  contractor.  From  this  information  the  auditor 
can  often  project  trend  data.  The  technical  specialist  may  also 
analyze  the  proposed  hours  on  the  basis  of  knowledge  of  such  things  as 
shop  practices,  industrial  engineering,  time  an  motion  factors,  and 
the  contractor's  plant  organization  and  capabilities.  The  interchange 
of  this  information  will  not  only  prevent  duplication  but  will  assure 
adequate  and  complementary  analysis. 

(e)  The  terms  "audit  review"  and  "audit"  refer  to  examinations 
by  contract  auditors  of  contractors'  statements  of  actual  or  estimated 
costs  to  the  extent  deemed  appropriate  by  the  auditors  in  the  light  of 
their  experience  with  contractors  and  relying  upon  their  appraisals  of 
the  effectiveness  of  contractors'  policies,  procedures,  controls,  and 
practices.  Such  audit  reviews  or  audits  may  consist  of  desk  reviews, 
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test  checks  of  a  limited  number  of  transactions,  or  examinations  in 
depth,  at  the  discretion  of  the  auditor.  The  contract  auditor  is 
responsible  for  submission  of  information  and  advice,  based  on 
analysis  of  the  contractor's  books  and  accounting  records  or  other 
related  data,  as  to  the  acceptability  of  the  contractor's  incurred  and 
estimated  costs. 

(e)(6)  Reports  of  technical  analysis  and  review  should  be 
furnished  to  the  auditor  at  the  earliest  possible  date  and  at  least 
five  days  prior  to  the  due  date  of  the  audit  report  to  enable  the 
auditor  to  include  the  financial  effect  of  technical  findings  in  the 
audit  report  (for  example,  the  necessary  computations  of  dollar 
amounts  arising  from  changes  in  proposed  kinds  and  quantities  of 
materials,  labor  hours,  etc.).  In  the  event  the  technical  analyses 
are  not  available  in  time  to  be  reflected  in  the  audit  report,  the 
audit  report  shall  so  state,  and  this  shall  be  made  known  to  the  Plant 
Rep/ACO  so  that  comments  may  be  incorporated  in  the  submission  to  the 
contracting  officer.  If  technical  analyses  are  received  later  by  the 
auditor,  the  auditor  shall  issue  a  supplemental  report  if  the  status 
of  the  negotiation  is  such  that  a  report  would  serve  a  useful  purpose. 
The  original  of  all  technical  reports  received  by  the  auditor  shall  be 
made  a  part  of  the  audit  report  submitted  to  the  Plant  Rep/ACO. 

(e)(7)  When  the  contracting  officer  determines  that  deficiencies 
in  the  contractor's  accounting  system  or  estimating  methods  are  such 
that  the  proposed  contract  cannot  be  adequately  priced  or 
administered,  the  contracting  officer  shall,  with  the  advice  of  the 
contract  auditor  and  the  Plant  Rep/ACO,  assure  that  necessary 
corrective  action  is  initiated  prior  to  the  award  of  such  contract. 

The  auditor  is  responsible  for  performing  that  part  of  reviews  and 
cost  analyses  which  requires  access  to  the  contractor's  books  and 
financial  records  supporting  proposed  cost  or  pricing  data,  regardless 
of  the  dollar  amount  involved. 

(e)(8)  During  the  course  of  the  examination,  the  Plant  Rep/ACO 
and  the  auditor  shall  each  confer  with  the  contractor  to  fully 
understand  the  basis  for  each  item  in  the  contractor's  proposal  and  to 
remove  any  doubts  as  to  the  validity  and  accuracy  of  their  conclusions 
and  findings. 

(g)  The  Plant  Rep/ACO  (price  analyst  or  negotiator)  shall  query 
the  auditor  or  technical  personnel  about  matters  in  audit  or  technical 
reports  which  appear  to  need  clarification.  When  developing  the  Plant 
Rep/ACO  statement  to  the  contracting  officer  transmitting  audit  and 
technical  reports,  comments  or  observations  shall  be  added  about 
pertinent  matters  whether  or  not  covered  in  the  audit  or  technical 
reports.  However,  it  is  not  contemplated,  for  example,  that  the  price 
analyst  or  negotiator  should  attempt  an  examination  of  the 
contractor's  accounting  records  for  this  purpose  since  the  contract 
auditor  has  this  responsibility. 
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(i)  If  in  the  opinion  of  the  contracting  officer,  Plant  Rep/ACO, 
or  auditor,  the  review  of  a  prime  contractor's  proposal  requires 
further  review  of  subcontractors'  cost  estimates  at  the 
subcontractors'  plants  (after  due  consideration  of  reviews  performed 
by  the  prime  contractor),  such  reviews  should  be  fully  coordinated 
with  the  Plant  Rep/ACO  having  cognizance  of  the  prime  contractor 
before  being  initiated.  If  a  review  is  required  of  a  subcontract 
proposal,  the  prime  Plant  Rep/ACO  shall  forward  the  request  to  the 
subcontract  ACO  with  an  information  copy  to  the  subcontract  auditor. 

In  the  event  a  lower  tier  subcontract  proposal  requires  review,  the 
request  should  be  coordinated  in  sequence  with  the  Plant  Rep/ACO' s  at 
higher  tiers  in  the  subcontract  chain.  The  resulting  pricing  reports, 
including  any  audit  reports,  shall  be  forwarded  by  the  subcontract 
Plant  Rep/ACO  to  the  prime  Plant  Rep/ACO  with  an  information  copy  to 
the  prime  auditor.  If  the  review  is  of  a  lower  tier  subcontract 
proposal,  the  report  shall  be  transmitted  through  the  Plant  Rep/ACO' s 
in  the  subcontract  chain. 

(j)  The  appropriate  contract  administration  activities  will  be 
notified  by  the  HCA  when  review  and  evaluation  of  subcontractors' 
proposals  will  require  extensive  field  pricing  assistance  in 
connection  with  the  acquisition  of  a  major  new  weapon  system,  or 
require  special  or  expedited  action  by  field  pricing  personnel  and 
such  action  is  being,  or  has  been,  delayed. 

15.806  Subcontract  Pricing  Considerations. 

(70)  Other  subcontract  pricing  considerations  include: 

(1)  Subcontract  costs  and  pricing  arrangements  are  significant 
elements  to  be  considered  during  negotiation  of  prime  contracts  and 
during  contract  administration. 

(2)  Basic  responsibility  rests  with  the  prime  contractor  for 
decisions  to  make  or  buy,  for  selection  of  subcontractors,  for 
subcontract  prices,  and  for  subcontract  performance.  The  contracting 
officer  who  is  responsible  for  negotiating  the  contract  price  with  the 
prime  contractor  must  have  adequate  knowledge  of  these  elements  as 
they  affect  prime  contract  prices. 

(3)  Contractors'  "make-or-buy"  programs  and  proposed 
subcontracts  must  be  reviewed  in  accordance  with  FAR  15.7  and  with  FAR 
Part  M.  Information  from  these  reviews  should  be  used  in  evaluating 
subcontract  costs  when  negotiating  prime  contract  prices.  The 
contracting  officer,  when  appropriate,  should  secure  from  the 
contractor  information  concerning: 

(i)  the  prime  contractor's  purchasing  practices;  and 
(ii)  the  principal  components  to  be  subcontracted  and  the 
prospective  or  actual  subcontractors,  including  (A)  the  extent  of 
competition  obtained  or  to  be  obtained,  (B)  the  basis  for  the 
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subcontract  costs  included  in  the  contract  pricing  proposal  (SF  1411), 
(C)  any  contractor  cost  or  price  analyses  of  subcontract  proposals, 
including  the  cost  or  pricing  data  submitted  by  subcontractors,  (D) 
the  pricing  arrangement  contemplated  or  negotiated,  and  (E)  the  extent 
of  subcontract  supervision. 

(i|)  The  contracting  officer  is  responsible  for  the 
reasonableness  of  the  prime  contract  price  which  includes  self- 
satisfaction  as  to  the  reasonableness  of  the  subcontract  costs 
included  in  the  prime  contract  price.  Field  pricing  support  from  the 
Plant  Rep/ACO  cognizant  of  the  prime  contractor  is  generally  required 
in  determining  reasonableness  of  the  prime  contract  price.  In  some 
instances,  it  may  be  necessary  to  obtain  field  pricing  support  of 
proposed  subcontracts.  On  the  basis  of  a  request  from  the  contracting 
officer  and/or  advice  from  members  of  the  field  pricing  team,  the  ACO 
cognizant  of  the  prime  contractor  may  request  field  pricing  support 
from  the  ACO  cognizant  of  the  prospective  subcontractor.  These 
actions  will  be  taken  in  accordance  with  15.805-5. 

(5)  If  the  prime  contractor's  analysis  is  not  considered 
adequate,  the  ACO  will  return  the  analysis  package  to  the  contractor 
for  re-accomplishment  indicating  areas  of  inadequacy.  In  this  case, 
the  prime  contractor  will  accomplish  or  cause  the  accomplishment  of 
the  additional  review  and  resubmit  the  package  to  the  ACO. 

(6)  When  subcontracts  have  been  placed  on  a  price 
redetermination  or  fixed-price  incentive  basis  and  the  prime  contract 
is  to  be  repriced,  it  may  be  appropriate  to  negotiate  a  firm  prime 
contract  price,  even  though  the  contractor  has  not  yet  established 
final  subcontract  prices.  The  contracting  officer  may  do  this  when 
convinced  the  amount  included  for  subcontracting  is  reasonable,  e.g., 
where  realistic  cost  or  pricing  data  on  subcontract  efforts  are 
available.  However,  even  though  the  available  cost  data  are  highly 
indefinite  and  there  is  a  distinct  chance  that  one  or  more  of  the 
subcontracts  eventually  may  be  redetermined  at  prices  that  are  lower 
than  those  predicted  in  redetermining  the  prime  contract  price,  other 
circumstances  may  require  the  prompt  negotiation  of  the  final  contract 
price.  In  such  a  case,  the  contract  modification  which  evidences  the 
revised  contract  prices  should  provide  for  adjustment  of  the  total 
amount  paid  or  to  be  paid  under  the  contract  on  account  of  subsequent 
redetermination  of  the  specified  subcontracts.  This  may  be  done  by 
including  in  the  contract  modification  a  statement  substantially  as 
follows: 

Promptly  upon  the  establishment  of  firm  prices  for  each 
of  the  subcontracts  listed  below,  the  Contractor  shall 
submit,  in  such  form  and  detail  as  the  Contracting 
Officer  may  reasonably  require,  a  statement  of  costs 
incurred  in  the  performance  of  such  subcontract  and  the 


DOD  FAR  SUPPLEMENT 

D-93 


i 


DAC  186-6,  1  SEPTEMBER  1987 


15.8-14 


firm  price  established  therefor.  Thereupon,  notwithstanding  any  other 
provisions  of  this  contract  as  amended  by  this  modification,  the 
Contractor  and  the  Contracting  Officer  shall  negotiate  an  equitable 
adjustment  in  the  total  amount  paid  or  to  be  paid  under  this  contract 
to  reflect  such  subcontract  price  revision.  The  equitable  adjustment 
shall  be  evidenced  by  a  modification  to  this  contract. 

(List  Subcontracts) 

(7)  In  considering  cost-plus-fee  subcontracts,  the  contracting 

officer  shall  make  every  effort  to  insure  that  fees  under  such 
subcontracts  never  exceed  the  fee  limitations  identified  in  15.903(d).  » 

(8)  The  prime  contractor  may  submit  subcontractor  claims  for 
exemption  at  any  time  to  the  contracting  officer  for  an  advance  review 
of  their  acceptability,  but  otherwise  the  prime  contractor  shall 
submit  them  with  its  proposal  or  request  for  subcontract  consent;  or 
other  action  by  the  contracting  officer,  whichever  comes  first. 

15.807  Prenegotiation  Objectives. 

(b)  Prenegotiation  objectives  will  be  documented  in  accordance 
with  Departmental  procedures. 

(70)  When  contract  audit  review  of  the  offeror's  proposal  has 
been  requested,  the  contracting  officer  shall  keep  the  auditor 
informed  of  planned  prenegotiation  and  negotiation  activities, 
including  related  fact-finding  sessions  and/or  discussions  with  the 
offeror,  and  invite  contract  audit  participation  where  the  contracting 
officer  and  auditor  agree  that  a  significant  contribution  can  be  made. 

15.808  Price  Negotiation  Memorandum. 

(a)(4)  Comments  should  also  be  included  on  the  current  status  of 
their  contractor  systems  (e.g.,  estimating,  accounting,  compensation, 
etc.)  to  the  extent  that  they  impacted  and  were  considered  in  the 
negotiation. 

(a) (10)  The  following  applies  to  documentation  of  profit  or  fee 
negotiated : 

(i)  Since  the  profit  objective  is  the  contracting  officer's  pre¬ 
negotiation  evaluation  of  the  total  estimated  profit  under  the 
proposed  contract,  the  amounts  set  forth  for  each  category  of  cost 
will  probably  change  in  the  course  of  negotiation.  Furthermore,  the 
negotiated  profit  will  probably  vary  from  the  profit  objective,  and 
from  a  detailed  application  of  the  weighted  guidelines  method  to  each 
element  of  the  Contractor's  Input  to  Total  Performance  as  anticipated 
prior  to  negotiation.  Since  the  profit  objective  is  viewed  as  a  whole 
rather  than  as  its  component  parts,  insignificant  variations  from  the 
pre-negotiation  profit  objective,  as  a  result  of  changes  of  the 
Contractor's  Input  to  Total  Performance,  need  not  be  documented  in 
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detail.  Conversely,  significant  deviations  from  the  profit  objective 
necessary  to  reach  a  final  agreement  on  profit  or  fee  shall  be 
explained.  The  profit  earned  as  a  result  of  contract  performance  will 
generally  vary  from  that  anticipated  at  the  time  of  negotiation. 

(ii)  When  the  weighted  guidelines  method  is  not  used  because  of 
unusual  pricing  situations  (see  15.9),  the  contract  file  shall  be 
documented  to  support  the  exceptions. 

(iii)  DD  Form  15*17  (see  15.9)  may  be  used  in  the  Price  Negotiation 
Memorandum,  Provided  that  the  rationale  used  in  assigning  the  various 
rates  is  fully  documented. 

(iv)  See  also  FAR  15.807(c). 

15.809  Forward  Pricing  Rate  Agreements. 

(e)  Indirect  costs  commonly  known  as  overhead  are  defined  and 
described  in  FAR  31.203.  Criteria  for  treatment  and  application  of 
indirect  costs  to  contracts  are  also  set  forth  in  FAR  31.203.  To 
assure  a  reasonable  approximation  and  allocation  of  indirect  costs  on 
an  equitable  basis  to  individual  contracts,  negotiators  shall  utilize 
audited  indirect  cost  data  or  negotiated  indirect  cost  rates,  when 
available,  in  connection  with  negotiation  of  contracts  and  shall  not, 
unless  authorized  by  the  head  of  the  contracting  activity,  seek 
preferential  indirect  cost  rates.  If  there  is  any  question  with 
respect  to  audited  indirect  cost  data  or  negotiated  indirect  cost 
rates,  or  if  such  are  not  available,  the  negotiator  should  normally 
use  the  advisory  services  of  the  cognizant  Department  of  Defense 
auditor. 

(e) (2)  Tn  assessing  changed  conditions,  the  ACO  will  consider: 
(i)  the  type  of  contract  contemplated;  (ii)  whether  the  dollar  amount 
of  the  proposed  contract  action  would  significantly  change  the  rates 
in  the  agreement;  (iii)  whether  the  performance  period  of  the  proposed 
contract  action  is  significantly  different  from  the  period  to  which 
the  rate  agreement  applies;  and  (iv)  any  new  data  or  other  information 
that  may  raise  a  question  as  to  the  acceptability  of  the  rates. 

(f)  When  contracting  representatives  have  received  notice  that 
changed  conditions  negate  FPRA’s,  individual  contracting  actions 
should  not  be  delayed. 

15.810  Should-Cost  Analysis. 

(b)(70)(i)  Should-cost  analyses  shall  be  performed  prior  to 
award  of  definitive  major  systems  contracts  in  excess  of  $100  million 
for  major  systems  if  each  of  the  following  conditions  are  met: 

(A)  a  production  contract  for  the  system  is  to  be  awarded  on  a 
sole-source  basis; 

(B)  Initial  production  of  the  system  has  already  taken  place; 

(C)  the  current  plans  for  the  Department  of  Defense  include 
production  of  substantial  quantities  of  identical  or  similar  items; 
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(D)  the  work  to  be  performed  under  the  contract  is  sufficiently 
defined  to  permit  an  effective  analysis  of  what  production  of  the 
system  by  the  contractor  should  cost;  and 

(E)  major  changes  in  the  program  are  unlikely. 

(ii)  After  an  initial  should-cost  analysis  has  been  performed 
under  (i)  above,  subsequent  should-cost  analyses  need  not  be  performed 
annually,  but  must  be  accomplished  at  least  every  four  years  on 
contracts  meeting  the  requirements  of  (i)  above. 

(iii)  Waiver  of  a  should-cost  analysis  shall  be  made  in  accordance 
with  Service  procedures,  but  in  no  event  at  a  level  lower  than  a 
general/flag  officer  or  civilian  equivalent. 

(e)  The  content  of  the  should-cost  analysis  team  report  shall  be 
prescribed  by  Service  procedure.  Team  leaders  should  ensure  that 
activities  are  coordinated  to  avoid  duplication  of  effort. 

15.811  Estimating  Systems. 

(a) (70)  The  establishment,  maintenance,  and  consistent  use  of 
formal  cost  estimating  systems  by  contractors  is  to  the  mutual  benefit 
of  the  Government  and  industry,  particularly  where  a  large  portion  of 
the  contractor's  business  is  defense  work  and  there  are  a  number  of 
significant  proposals  requiring  review.  Contracting  activities  and 
contract  administration  activities  are  required  to  furnish  full 
support  to  a  program  of  encouraging  major  defense  contractors  to 
formalize  and  follow  good  estimating  procedures.  It  i3  recognized 
that  estimating  procedures  will  vary  among  contractors,  and  may  vary 
between  plants  or  divisions  of  a  contractor  due  to  differences  in 
products,  size  and  methods  of  operations,  production  vs.  research,  and 
other  factors.  While  formal  systems  do  not  eliminate  the  need  for 
judgmental  factors  to  be  applied  by  contractors  in  developing  cost 
proposals,  they  do  provide  a  sound  foundation  for  the  systematic  and 
orderly  application  of  these  judgment  factors  to  specific  proposals. 

(a) (71)  Reviews  and  reports  shall  be  accomplished  as  a  joint 
contract  audit  and  contract  administration  office  team  effort,  with 
the  contract  auditor  designated  as  its  head.  Reviews  shall  be 
.tailored  to  take  full  advantage  of  the  day-to-day  work  done  as  an 
integral  part  of  both  the  contract  audit  and  contract  administration 
activities.  The  program  established  by  the  contract  audit  activity 
shall  be  coordinated  with  the  appropriate  contract  administration 
aotivity  to  assure  that  team  membership  includes  qualified  technical 
specialists,  and  that  adequate  personnel  resources  are  made  available 
to  accomplish  the  program. 

15.870  Procedures  for  Identifying  Contractors'  Unallowable  Costs. 

(a)  The  establishment,  maintenance,  and  consistent  use  of 
procedures  for  identifying  and  segregating  unallowable  costs,  which 
will  assure  compliance  with  CAS  *105  and  FAR  Part  31  will  benefit  both 
the  Government  and  contractors.  Such  procedures  may  vary  between 
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plants  or  divisions  of  a  contractor  due  to  size,  mix  of  business  and 
complexity  of  organization,  **ome  of  the  advantages  of  sound 
procedures  are  that: 

( 1 )  A  greater  degree  of  confidence  can  be  placed  on  the  accuracy 
and  reliability  of  contractors'  proposals,  billings  and  claims; 

(2)  They  expedite  the  negotiation  process;  and 

(3)  They  may  reduce  the  scope  of  reviews  performed  by  audit  and 
other  technical  and  contracting  personnel. 

(b)  The  responsible  Federal  Contract  Audit  organization  shall 
review  contractors*  procedures  and  practices  in  conjunction  with  other  % 
contract  audit  activities.  Deficiencies  shall  be  reported  to  the 
cognizant  ACO,  and,  as  appropriate,  contracting  officers  having 
substantial  business  with  the  contractor.  Among  the  matters  to  be 
considered  in  determining  the  adequacy  of  a  contractor's  procedures 

are  its  policy,  practices  and  techniques  for: 

(1)  Assignment  of  responsibilities  within  the  contractor's 
organization  for  reviewing  and  approving  claims  against  the 
Government; 

(2)  Identification  of  unallowable  costs  (expressly  unallowable, 
mutually  agreed  to  be  unallowable  or  specifically  designated  as 
unallowable  by  written  decision  of  the  contracting  officer)  together 
with  the  individual  employees  incurring  such  costs; 

(3)  Identification  and  computation  of  directly  associated  costs; 

(4)  Assurance  that  unallowable  and  directly  associated  costs  are 
not  included  in  estimated  costs  proposed,  or  incurred  amounts  claimed 
by  the  contractor; 

(5)  Coordination  and  communication  between  the  elements  of  the 
contractor’s  organization  that  prepare  proposals  and  claims  and  those 
responsible  for  identifying  unallowable  and  directly  associated  costs; 
and 

(6)  Assuring  the  adequacy  of  the  documentation  maintained  by  the 
contractor  identifying  the  unallowable  costs  together  with  directly 
associated  costs. 

(c)  Documentation  in  support  of  the  contractor's  procedures 
shall  be  made  available  to  authorized  Government  personnel. 

15.871  Estimated  Data  Prices  (DD  Fora  1423). 

(a)  The  Department  of  Defense  requires  estimates  of  the  prices 
of  data  in  order  to  evaluate  the  cost  to  the  Government  of  data  items 
in  terms  of  their  management,  product  or  engineering  value. 

(b)  When  data  are  required  to  be  delivered  under  a  contract,  the 
solicitation  will  include  DD  Form  142 3,  Contract  Data  Requirements 
List.  The  form  and  the  provision  included  in  the  solicitation  request 
the  offeror  to  state  what  portion  of  the  total  price  is  estimated  to 
be  attributable  to  the  production  or  development  of  the  listed  data 
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for  the  Government  (not  to  the  sale  of  rights  in  the  data).  However, 
offerors'  estimated  prices  may  not  reflect  all  such  costs;  and 
different  offerors  may  reflect  these  costs  in  a  different  manner,  for 
the  following  reasons: 

(1)  differences  in  business  practices  in  competitive  situations; 

(2)  differences  in  accounting  systems  among  offerors; 

(3)  use  of  factors  or  rates  on  some  portions  of  the  data; 

(*0  application  of  common  effort  to  two  or  more  data  items; 

(5)  differences  in  data  preparation  methods  among  offerors. 

For  these  and  other  reasons,  data  price  estimates  should  not  be  used 
for  contract  pricing  purposes  without  further  analysis. 

(c)  The  contracting  officer  shall  assure  that  the  contract  does 
not  include  a  requirement  for  data  which  the  contractor  has  delivered 
or  is  obligated  to  deliver  to  the  Government  under  another  contract  or 
subcontract,  and  that  the  successful  offeror  furnishes  any 
certification  required  by  the  solicitation.  However,  where  duplicate 
data  are  desired,  the  contract  price  shall  include  the  costs  of 
duplication,  but  not  of  preparation,  of  such  data. 

(d)  In  the  case  of  acquisitions  of  $100,000  or  over,  the 
contracting  officer,  after  agreeing  upon  a  negotiated  contract  price, 
will  adjust  the  estimated  prices  in  Blocks  26  of  the  original  DD  Form 

1  *423  for  the  data  items  listed  thereon  to  equal  the  amount  included  in 
the  related  priced  contract  line  or  subline  item(s)  for  the  data 
item(s).  Adjusted  DD  Form  1 1423  will  be  maintained  so  as  to  be 
available  at  each  contracting  activity.  The  detachable  portion  of  the 
DD  Form  1*123  (Blocks  17-26)  with  the  estimated  or  adjusted  prices 
shall  not  appear  in  the  contract. 

(e)  When  printing  is  to  be  acquired  as  an  integral  part  of  a 
contract  for  other  supplies  or  services,  each  requirement  in  the 
contract  for  printing  shall  be  listed  as  a  separate  line  item  on  DD 
Form  1*123;  and  the  approval  or  waiver  obtained  pursuant  to  Subpart  8.8 
shall  be  appropriately  identified. 

«  15.872  Capital  Investment  Incentives. 

(a)  Policy.  Although  DoD  profit  and  competition  policies  are 
intended  to  provide  adequate  incentives  to  the  contractor  for  capital 
investment  and  productivity,  it  is  also  recognized  that  individual 
cases  will  arise  when  additional  incentives  may  be  appropriate.  In 
these  individual  cases,  it  is  the  policy  of  DoD  that  industrial 
modernization  incentives  may  be  negotiated  and  included  in  contracts 
for  research,  development,  and/or  production  of  weapons  systems,  major 
components,  or  material.  The  purpose  is  to  motivate  the  contractor  to 
Invest  in  facilities  modernization  and  to  undertake  related 
productivity  improvement  efforts  it  would  not  have  otherwise 
undertaken  or  to  invest  earlier  than  it  otherwise  would  have  done. 
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(b)  General.  Any  industrial  modernization  incentives  program 
(IMIP)  shall  be  accomplished  in  accordance  with  this  coverage  and  with 
DoD  Directive  5000.4*1  and  DoD  Guide  5000. 44-G.  Sufficient  flexibility 
is  provided  in  the  directive  and  guide  to  allow  the  IMIP  to  be 
tailored  to  the  requirements  of  an  individual  situation.  The 
incentives  may  be  in  the  form  of  productivity  savings  rewards, 
contractor  investment  protection,  and/or  other  appropriate  forms. 

They  may  be  used  separately  or  in  combination,  as  addressed  in 
subparagraphs  (b)(1),  (2)  and  (3)  of  this  subsection.  However,  in  no 
event,  shall  an  IMIP  agreement  be  made  between  DoD  and  a  contractor 
until  careful  analyses  have  been  conducted  and  reduced  acquisition 
costs  or  equivalent  benefits  (such  as  improved  quality,  as  a  result  of 
the  application  of  the  IMIP)  are  clearly  evident.  It  may  be  generally 
desirable  to  initially  negotiate  a  memorandum  of  understanding  (MOU) 
to  establish  guidelines  and  criteria  against  which  to  analyze  and 
negotiate  a  specific  IMIP. 

(1)  Productivity  Savings  Reward  (PSR).  This  incentive  shares 
the  savings  achieved  from  facilities  modernization  and  related 
productivity  improvement  efforts.  This  incentive  may  be  used  to 
encourage  productivity  improvements  in  all  facets  of  the  production 
process  including  major  cost  driving  areas  such  as  labor,  materials, 
overhead,  support  systems  (including  software),  and  organizations.  In 
order  for  these  to  be  considered  viable  projects  that  are  beneficial 
for  both  the  Government  and  the  contractor,  the  contractor  must  show 
that  PSR  is  required  for  project  implementation  and  that  these 
projects  are  over  and  above  requirements  to  meet  normal  contractual 
obligations.  The  scope  and  limitation  of  productivity  savings  rewards 
are  as  follows: 

(i)  Productivity  savings  rewards  in  conjunction  with  contractor 
capital  investment  will  be  based  on  an  internal  rate  of  return  (IRR) 
analysis.  The  productivity  savings  rewards  should  be  sufficient  to 
allow  the  contractor  to  obtain  an  equitable  return  on  the  investment. 
Nonseverable  plant  equipment  and  property  may  be  included  on  a  limited 
basis  as  part  of  the  contractor's  investment  basis  for  calculating  the 
appropriate  return  on  investment.  The  effect  of  any  Government 
funding  provided  in  conjunction  with  modernization  efforts  must  be 
included  in  the  contractor's  IRR,  and  no  contractor  costs  or  expenses 
otherwise  allocable  and  allowable  to  any  specific  DoD  contract  may  be 
included. 

( ii )  Productivity  savings  rewards  providing  the  contractor  a 
reward  for  productivity  improvements  other  than  through  capital 
investment  will  be  based  on  an  economic  analysis  of  the  benefits  to 
the  Government  and  the  contractor.  The  negotiated  sharing  amount  or 
percentage  shall  be  based  on  benefits  and  risks  to  both  parties.  It 
will  be  paid  only  for  savings  that  are  validated,  and  will  be 
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negotiated  for  a  period  normally  no  longer  than  five  years  after  the 
date  of  implementation. 

(iii)  Productivity  savings  rewards  shall  not  constitute  fee  within 
the  meaning  of  the  limitations  imposed  by  10  U.S.C.  2306(d). 

(2)  Contractor  Investment  Protection.  If  formally  agreed  to  by 
the  parties,  this  incentive  would  become  operative  in  the  event  that 
the  contract  or  program  is  terminated  or  funds  are  not  provided  in 
subsequent  fiscal  years  for  the  planned  acquisition  upon  which  the 
investment  decision  was  based.  This  incentive  may  permit  the 
Government  to  acquire  specific  capital  investments  at  no  more  than  the 
undepreciated  value.  This  value  may  be  determined  by  considering  a 
combination  of  investment  incentives,  income  tax  credits  or 
incentives,  and  allowable  depreciation  costs  pursuant  to  cost 
principles  established  in  FAR  Part  31.  The  scope  and  limitations  are 
as  follows: 

(i)  This  technique  is  designed  to  transfer  to  the  Government 
some  of  the  risk  associated  with  acquisition  of  certain  capital  assets 
by  contractors.  Its  purpose  is  to  cover  only  specifically  identified 
cost-effective  capital  assets.  It  is  not  to  be  used  to  override  the 
general  policy  that  all  facilities  needed  for  the  performance  of 
Government  contracts  will  be  provided  by  the  contractor  as  set  forth 
in  FAR  Part  »15. 

(ii)  This  investment  incentive  is  designed  primarily  for  the 
situation  when  one  pro \vr  -  dominates  the  business  base  and  the 
contractor  may  bear  unacceptable  monetary  risk  from  the  modernization 
effort.  The  program  must  provide  for  a  sufficient  buy  to  allow  for 
amortization  of  the  planned  investment. 

(iii)  Capital  assets  which  may  be  covered  by  such  an  investment 
incentive  include  only  severable  industrial  plant  equipment,  and  other 
types  of  severable  plant  equipment  with  a  unit  value  in  excess  of 
$10,000,  including  associated  accessories  which  would  be  capitalized 
in  accordance  with  the  contractor's  disclosed  accounting  practices, 
but  excluding  real  property. 

(iv)  The  exact  value  and  nomenclature  of  each  piece  of  capital 
equipment  mu3t  be  included  in  the  contract  documents. 

(v)  The  fiscal  authority  who  commits  funds  to  the  resultant 
contract  must  certify  that  the  approval  authority  has  approved  by 
fiscal  year  the  amount  of  contingent  Government  liability  and  that  the 
approval  authority  has  notified  the  Congress  in  advance  that  the 
technique  will  be  used  on  contracts  for  a  specific  weapon  system  or 
material  program  element.  Unless  there  are  unusual  circumstances, 
this  notification  will  be  included  in  the  justification  material 
submitted  to  the  Congress  in  support  of  authorization  and 
appropriation  requests.  A  copy  of  the  notification  shall  be  retained 
in  the  contract  file. 
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(vi)  Approval  for  use  of  this  investment  incentive  must  be 
obtained  from  the  Secretary  of  the  Military  Departments,  the  Director 
of  DLA,  or  the  Director,  Strategic  Defense  Initiative  Organization. 
Authority  up  to  $50  million  may  be  delegated  no  lower  than  the 
Commander,  AFSC,  AFLC,  or  AMC. 

(vii)  In  the  event  that  it  becomes  apparent  that  the  contingent 
liability  resulting  from  the  use  of  this  technique  will  become  an 
actual  obligation,  the  approval  authority  shall  be  notified  and 
immediate  steps  shall  be  taken  to  obtain  sufficient  funds  to  cover  the 
obligation. 

(3)  Other  Appropriate  Incentives.  Other  incentives  such  as 
award  fees  and  direct  Government  funding,  based  on  IMIP  methodologies, 
may  be  provided  under  IMIP  when  appropriate. 

(c)  Contracting  Officer  Evaluation.  The  contracting  officer 
must  evaluate  the  proposed  IMIP  agreement  to  determine  that  benefits 
to  the  U.S.  Government  can  be  expected.  A  contractor  statement  that 
the  investments  or  actions  would  not  be  undertaken  without,  or  will  be 
accelerated  with,  the  use  of  the  incentive  may  be  required.  The 
evaluation  should  include  the  following  elements: 

O)  A  cost/benefit  analysis  of  the  investment  or  action  and  the 
overall  cost  savings  or  other  benefits  to  the  Government,  including 
the  payback  quantities  and  payback  periods  and  how  the  savings  will 
be  reflected  in  the  pricing  of  individual  contracts. 

(2)  An  analysis  of  the  contractor’s  past  investments  and  capital 
investment  profiles,  and  the  relationship  of  specific  projects  to  the 
contractor's  factory  analysis. 

(3)  Other  considerations  such  as: 

(i)  Interaction  with  other  incentives  provided  on  the  contract, 
(il)  Effects  of  variations  in  procurement  quantities  on  the 
incentives. 

(iii)  How  the  incentive  techniques  are  integrated  with  the  overall 
acquisition  strategy,  including  items  such  as  second  sourcing  plans 
and  multiyear  procurement. 

(iv)  Effects  on  overhead  and  indirect  costs. 

(d)  Negotiation. 

(1)  The  Government  objective  should  be  to  provide  only  those 
incentives  sufficient  to  motivate  the  contractor  to  implement  the 
desired  investment  or  action.  Ceiling  should  normally  be  provided  to 
establish  a  maximum  incentive  amount. 

(2)  Emphasis  should  be  placed  on  flowing  down  requirements  or 
involvement  to  subcontractors  and  vendors  where  appropriate. 

(3)  Provisions  should  be  provided  establishing  the  extent  to 
which  the  contractor  may  use  equipment  for  commercial  purposes.  This 
should  be  reflected  in  the  amount  of  incentive  provided. 
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(4)  The  extent  of  disclosure  or  dissemination  of  technologies  or 
processes  contained  in  the  IMIP  are  subject  to  negotiation  and 
agreement. 

(e)  Contractual  Requirements. 

(1)  Specific  contract  requirements  should  be  structured  to  match 
the  circumstances  of  the  Individual  acquisition. 

(2)  Measurement  and  verification  requirements  should  be 
addressed  contractually,  and  systems  established  that  match  the 
incentives  used  and  the  needs  in  this  area.  Contractors  should  be 
required  to  develop,  maintain,  and  provide  data  supporting  any 
measurement  of  savings  achieved  until  three  years  after  final  payment 
under  the  contract. 

(f)  Contract  Clause.  The  contracting  officer  shall  include  the 
clause  at  52.215-7001,  "IMIP  Productivity  Savings  Reward",  in  all 
solicitations  and  contracts  for  which  certified  cost  or  pricing  data 
were  obtained  involving  the  acquisition  of  supplies  (l.e.,  weapon 
systems,  equipment,  and  material)  expected  to  result  in  contracts  or 
oontract  modifications  greater  than  $1  million.  The  clause  is 
discretionary  for  inclusion  in  solicitations  less  than  $1  million. 
Inclusion  of  the  clause  does  not  in  itself  result  in  the  payment  of 
any  productivity  savings  reward  amounts  to  the  contractor  -  the  clause 
becomes  operable  only  when  an  IMIP  business  agreement  has  been 
executed  establishing  all  the  terms  and  conditions  for  payment  of  the 
productivity  savings  rewards. 

15.873  Reserved. 

15. 87*1  Pollow-Up  on  Contract  Audit  Reports.  It  is  the  policy  of  the 
Department  of  Defense  for  contracting  officers  to  make  the  best 
possible  use  of  contract  audit  advice.  The  DoD  policy  on  contract 
audit  follow-up  is  contained  in  Department  of  Defense  Directive 
7640.2,  "Policy  for  Follow-Up  on  Contract  Audit  Reports." 

•  15.875  Availability  of  Contractor  Records.  In  accordance  with  10 
U.S.C.  2406,  the  contracting  officer  shall  include  the  clause  at 
52.215-7002,  "Availability  of  Contractor  Records",  in  solicitations 
and  contracts  which — 

(a)  Require  the  submission  and  certification  of  cost  or  pricing 
data;  and 

(b)  Are  for  the  manufacture  of  end  items  for  a  major  defense 
acquisition  program,  as  defined  in  10  U.S.C.  2432a. 
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PART  31 --CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 
SUBPART  31.2— CONTRACTS  WITH  COMMERCIAL  ORGANIZATIONS 


31.201  General.  The  contracting  Dfficer  shall  insert  the  clause  at 
52.231-7000,  Supplemental  Cost  Principles,  in  all  solicitations  and 
contracts,  except  acquisitions  made  under  the  small  purchase 
procedures  in  FAR  Part  13. 

31.205- 10  Cost  of  Money. 

(a) (2)(i)  The  contractor's  capital  investment  must  also  be 
measured,  allocated  to  contracts,  and  costed  in  accordance  with  30.70. 

(ii)  The  contractor  must  also  maintain  records  to  demonstrate 
compliance  with  (i)  above. 

(b) (2)(i)(A)  The  cost  of  money  must  be  calculated,  allocated  to 
contracts,  and  costed  in  accordance  with  30.70. 

(B)  The  contractor  must  also  maintain  records  to  demonstrate 
compliance  with  (A)  above. 

31.205- 18  Independent  Research  and  Development  and  Bid  and  Proposal 
Costs. 

(c) (1)(vii)  The  total  amount  of  IR&D/B&P  costs  allocated  to  DoD 
contracts  shall  not  exceed  the  total  of  expenditures  for  IR&D/B&P 
projects  with  a  potential  relationship  to  a  military  function  or 
operation.  For  contracts  which  do  not  provide  for  cost  determinations 
on  a  historical  basis,  the  requirement  will  be  considered  to  have  been 
met  if  the  estimated  IR&D/BAP  costs  allocated  to  the  contract  do  not 
exceed  its  proportionate  share  of  the  total  estimated  costs  of 
IR&D/B&P  with  a  potential  relationship  to  a  military  function  or 
operation.  IR&D/B&P  costs  will  be  considered  to  satisfy  the  potential 
relationship  requirement  when  the  contractor  can  demonstrate  that  the 
effort  under  a  proposed  contract  or  grant  would  have  a  potential 
relationship  to  a  military  function  or  operation.  The  potential 
relationship  of  IR&D/B&P  will  be  determinated  by  the  contracting 
officer,  and  the  results  of  the  determination  will  be  made  available 
to  the  contractor.  For  additional  allowability  requirements  affecting 
Foreign  Military  Sales  (FMS)  contracts,  see  25.7304. 

31.205- 38  Selling  Costs.  Additional  allowability  requirements  for 
Foreign  Military  Sales  (FMS)  contracts  are  contained  in  25.7304  and 
25.7305. 
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CHAPTER  E 


Production  Management 


This  block  of  instruction  is  designed  to  permit  open 
discussion  concerning  the  following  topics  --  Preaward  Surveys, 
Post  award  conferences,  resolving  delinquencies  and  surveillance 
actions.  Experience  has  proved  we  are  doing  many  of  the  right 
things  in  administering  contracts.  However,  our  attention  is 
focused  on  the  things  we  don't  do  so  well.  We  encourage  you  to 
share  your  or  your  agencies  positive  accomplishments  as  they 
relate  to  problems  surfaced  by  fellow  students. 
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SCHOOL  OF  SYSTEMS  AND  LOGISTICS 
ADVANCED  CONTRACT  ADMINISTRATION  (PPM  304) 


SUBJECT;  Production  Management 

TIME:  10.5  Hrs 

OBJECTIVE :  Comprehend  the  concepts  and  techniques  of 

determining,  evaluating  and  improving  contractor 
progress  toward  contract  performance. 

SAMPLES  OF  BEHAVIOR; 

a.  List  the  responsibilities  of  Production  and  Engineering 
Personnel  and  the  impact  of  their  workload  on 
surveillance  efforts. 

b.  Describe  the  Preaward  Survey  process,  ways  to  provide 
better  Preaward  Survey  service  to  the  contracting 
officer,  and  ways  to  improve  Preaward  survey 
communication  among  contracting  activities,  surveying 
activities  and  offerors. 

c.  Explain  the  purpose  of  Post  award  Orientation  Conferences 
and  identify  ways  to  make  them  more  effective. 

d.  Describe  how  the  production  section  determines  the  degree 
of  surveillance  for  each  contract. 

e.  Understand  the  Defense  Priorities  Allocation  System 
(DPAS)  in  determining  performance  priorities. 

f.  Identify  ways  to  predict  when  delinquency  problems  may 
occur  and  ways  to  handle  delinquency  once  it  occurs. 

g.  Describe  ways  to  improve  the  effectiveness  of  admin, 
activity  delinquency  reporting  and  contracting  activity 
response . 

h.  Describe  various  methods  of  monitoring  contractor 
progress  such  as  critical  path,  line  of  balance  and 
cost/schedule  control  systems  criteria,  when  they  are 
appropriate  and  advantages  of  each. 

i.  Describe  value  engineering  and  work  measurement  and  their 
use  within  Defense  contracting. 
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Describe  the  circumstances  under  which  a  preaward  survey  is 
performed  and  Identify  the  factors  considered  in  the  survey. 

The  preaward  survey  (PAS)  is  an  evaluation  by  a  contract 
administration  office  of  a  prospective  contractor's  capability  to 
perform  under  the  terms  of  a  proposed  contract.  It  covers  those 
aspects  of  the  contractor's  management,  finances,  and  facility 
resources  that  are  significant  to  the  purchasing  office  in 
determining  whether  a  contractor  would  be  considered  responsible. 
The  evaluation  may  be  accomplished  by  use  of  data  on  hand,  data 
from  another  government  agency  or  commercial  source,  an  on-site 
inspection  of  plant  and  facilities  to  be  used  on  the  proposed 
contract,  or  any  combination  of  these. 

Circumstances  Under  Which  Performed.  A  preaward  survey  will 
be  requested  when  the  information  available  to  the  contracting 
office  is  not  sufficient  for  it  to  make  a  determination  regarding 
the  responsibility  of  a  prospective  contractor.  As  the 
recognized  and  established  method  for  determining  capability,  the 
preaward  survey  is  requested  early  in  the  procurement  cycle 
whenever  there  is  any  doubt  of  the  potential  supplier's  ability 
to  perform.  These  surveys  are  particularly  effective  as  an 
indicator  of  possible  performance  failure  on  the  part  of  a  new 
contractor,  and  they  are  also  quite  effective  in  detecting 
changes  in  performance  capability  of  established  sources. 

For  procurements  that  are  significant  in  dollar  value  or  are 
critical  by  the  nature  of  the  requirement,  consideration  is  given 
to  requesting  the  CAO  to  verify  information  regarding  current 
workload  and  financial  capability.  Normally,  however,  a  preaward 
survey  will  not  be  requested  for  a  procurement  valued  at  $25,000 
or  less. 

In  requesting  the  survey,  the  purchasing  office  calls 
attention  to  any  factors  which  should  receive  special  emphasis. 

If  a  CAO  knows  unfavorable  information  exists  and  no  preaward 
survey  has  been  requested,  it  should  immediately  notify  the 
purchasing  office.  The  purchasing  office  shall  consider  such 
advice  before  award  is  made. 

Generally,  surveys  are  requested  only  on  those  prospective 
contractors  that  are  within  range  for  an  award.  Requests  are 
expected  to  be  processed  promptly  after  bid  opening  or  receipt  of 
proposals. 

In  addition  to  the  request  for  a  Preaward  Survey  SF  1403, 
there  are  forms  for  technical  SF  1404,  production  SF  1405, 
quality  assurance  SF  1406,  financial  capability  SF  1407,  and 
accounting  system  SF  1408.  The  additional  parts  of  the  form  go 
into  substantial  detail  in  their  individual  area  of  coverage,  and 
are  used  by  members  of  the  survey  team  as  a  guide  in  the  conduct 
of  the  investigation  and  reporting  findings  to  the  Preaward 
Survey  Review  Board. 
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Scope  of  Survey.  Generally,  the  purchasing  office  will 
request  a  preaward  survey  in  the  detail  commensurate  with  the 
dollar  value  and  complexity  of  the  proposed  procurement.  In  the 
absence  of  specific  instructions  from  the  purchasing  office,  the 
scope  of  the  survey  will  be  determined  by  the  CAO.  Seven  working 
days,  after  receipt  of  the  request,  are  allowed  for  conducting 
the  survey  and  submitting  the  report. 

The  following  is  a  list  of  factors  included  in  Section  III. 
Factors  requiring  emphasi s,  but  not  included  in  this  list  should 
be  identified  under  "other": 

.  technical  capability 
.  production  capability 
.  quality  assurance  capability 
.  financial  capabi 1 ity 
.  accounting  system 
.  government  property  control 
.  transportation 
.  packaging 
.  security 
.  plant  safety 

env i ronmental /energy  considerations 

Purchasing  offices  will  forward  the  request  for  preaward 
survey  to  the  cognizant  CAO. 

Unless  previously  furnished,  a  copy  of  the  solicitation  and 
such  drawings  and  specifications  as  deemed  necessary  by  the 
purchasing  office,  are  supplied  with  the  preaward  survey  request. 
The  purchasing  office  will  also  forward  any  information 
indicating  previous  unsatisfactory  performance. 

Data  obtained  from  a  preaward  survey  for  the  purpose  of 
determining  the  responsibility  of  a  prospective  contractor  will 
not  be  released  outside  the  government  and  shall  not  be  made 
available  for  inspection  by  individuals,  firms,  or  trade 
organizations.  Such  data  may  be  disclosed  to,  or  summarized  for, 
other  elements  within  the  government  on  their  request.  Prior  to 
making  a  determination  of  responsibility,  such  data  may  be 
discussed  with  the  appropriate  contractor  as  determined  necessary 
by  the  purchasing  office.  After  an  award  has  been  made,  the 
contracting  office  or  the  head  of  the  CAO,  or  the  designee,  may 
discuss  the  preaward  survey  results  with  the  contractor  surveyed, 
if  that  contractor  was  an  unsuccessful  offeror. 
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Performing  Preaward  Surveys 

Describe  the  procedures  for  performing  preaward  surveys  and 
preparing  and  reviewing  the  survey  report. 

Preaward  surveys  are  conducted  by  the  CAO  within  the  normal 
time  frame  of  seven  working  days  after  receipt  of  request.  If 
the  survey  cannot  be  accomplished  within  the  time  allowed,  the 
purchasing  office  is  so  notified.  If  the  date  is  not  extended, 
the  CAO  will  supply  a  definite  recommendation  to  the  PCO  by  the 
date  required,  based  on  the  material  at  hand  or  developed  by  that 
time.  The  basis  for  the  recommendation  and  the  factors  for  which 
no  data  or  only  partial  data  could  be  obtained,  are  indicated. 

The  accomplishment  of  a  preaward  requires  many  individual's 
involvement  in  investigating  many  aspects  of  contractor 
capabilities;  therefore,  it  is  a  team  effort.  The  primary 
responsibility  of  performing  the  preaward  survey  normally  lies 
with  the  industrial  specialist  familiar  with  the  contractor's 
operations,  procedures,  policy,  and  facilities.  To  tie  together 
the  survey  effort,  certain  designations  of  authority, 
responsibility,  and  prescribed  flow  of  documents  have  been 
established.  Some  of  these  are  discussed  in  the  following 
paragraphs . 

Preaward  Survey  Monitor.  An  individual  within  each  CAO  is 
designated  as  the  preaward  survey  monitor.  The  monitor 
administers  the  preaward  survey  from  the  receipt  of  the  request 
through  the  issuance  of  the  final  report. 

The  monitor  shall: 

a.  Receive  all  incoming  preaward  survey  requests. 

b.  Ascertain  whether  the  prospective  contractor  is  included 
on  the  Consolidated  List  of  Debarred,  Suspended,  and  Ineligible 
Contractors.  If  the  prospective  contractor  is  so  listed,  the 
purchasing  office  is  promptly  advised;  and  the  preaward  survey 
will  not  be  completed  unless  specifically  requested  by  the 
purchasing  office. 

c.  Compare  the  survey  request  with  the  requirements  of  the 
solicitation. 

• 

d.  Determine  the  need  for  an  on-site  survey  after  reviewing 
the  type  and  quantity  of  items  or  services  involved  in  previous 
experience  with  the  firm,  technical  and  schedule  requirements, 
and  the  extent  of  other  information  currently  available. 
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e.  Advise  the  organizational  segments  of  the  CAO 
(Production,  Quality  Assurance,  and  Contract  Administration)  that 
will  furnish  team  members  and  coordinate  the  appointment  of  the 
PAS  Team  Leader. 

f.  Provide  information  and  guidance  to  team  members. 

g.  Arrange  for  required  audit  and  other  external  assistance. 

h.  Coordinate  any  purchasing  office  participation  in  the 
preaward  survey. 

i.  Receive  and  review  reports  of  the  individual  team  members 
for  completeness  and  adequate  substantiation. 

j.  Resolve  questions  regarding  technical  details  with 
responsible  specialists. 

k.  Assemble  all  necessary  survey  data  into  a  report  and 
forward  the  report  to  the  requesting  agency  if  the  recommendation 
is  positive.  If  any  team  member  recommends  a  negative  report  the 
Preaward  Survey  Monitor  will  convene  a  review  board. 

Preaward  Survey  Review  Board.  A  Preaward  Review  Board  is 
formally  established  to  review  negative  aspects  of  survey  reports 
prior  to  transmittal  to  the  purchasing  office.  The  Board  is 
normally  chaired  as  stated  by  Department  Directives  and  is 
usually  chaired  by  the  Chief  of  the  production  or  Chief  of  the 
Contract  Management  Elements.  The  board  is  composed  of  senior 
specialists  from  each  of  the  major  organizational  segments  of  the 
contract  administration  office  normally  concerned  with  preaward 
surveys.  These  include  representatives  from  or  chief  of  Contract 
Management,  Small  Business,  quality,  pricing.  Production/ 
Engineering  and  the  ACO  elements. 

Preparation  and  Review  of  Report.  When  the  required 
information  has  been  gathered,  each  specialist  analyzes  it  and 
evaluates  the  prospective  contractor's  capability  to  perform  with 
respect  to  the  functional  elements  investigated.  Each 
participant  then  provides  his  findings  to  the.. monitor  on  his 
appropriate  standard  form  format.  Where  a  negative  reply  is 
recorded,  or  where  doubt  exists,  an  explanation  must  substantiate 
the  entry.  If  a  detailed  analysis  is  needed  or  additional 
significant  information  is  pertinent,  the  form  is  then 
supplemented  by  a  narrative  report. 

Based  on  all  the  information  received  from  the  team  members, 
the  monitor  thoroughly  evaluates  the  findings  and  recommendations 
concerning  award.  The  monitor  insures  a  recommendation  for 
partial  or  no  award  is  supported  by  a  statement  of  justification. 
Where  the  prospective  contractor  is  a  small  business  concern,  the 
monitor  coordinates  with  the  small  business  specialist  at  the 
CAO. 

The  fact  that  a  prospective  contractor  is  known  to  be  a  sole 
source  should  not  influence  the  findings  and  recommendations  of 
the  individuals  preparing  the  report.  Realistic  reporting  alerts 


purchasing  offices  to  seek  alternate  sources  early  when 
conditions  warrant  such  action.  When  the  Review  Board  overrides 
the  recommendation  of  the  team,  the  justification  supporting  the 
reversal  is  then  forwarded  as  part  of  the  report  to  the 
purchasing  office.  Following  the  action  by  the  board,  the 
monitor  forwards  the  report  directly  to  the  purchasing  office. 
The  decision  to  award  or  not  award  is  then  up  to  the  PCO. 
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9.106  Preaward  surveys. 

9.106- 1  Conditions  for  preaward  surveys. 

(a)  A  preaward  survey  is  normally  required  when 
the  information  on  hand  or  readily  available  to  the 
contracting  officer  is  not  sufficient  to  make  a  determi¬ 
nation  regarding  responsibility.  However,  if  the  con¬ 
templated  contract  (1)  will  be  for  $25,000  or  less  or  (2) 
will  have  a  fixed  price  of  less  than  $100,000  and  will 
involve  commercial  products  (see  11.001)  only,  the 
contracting  officer  should  not  request  a  preaward 
survey  unless  circumstances  justify  its  cost. 

(b)  When  a  cognizant  contract  administration  office 
becomes  aware  of  a  prospective  award  to  a  contractor 
about  which  unfavorable  information  exists  and  no 
preaward  survey  has  been  requested,  it  shall  promptly 
obtain  and  transmit  details  to  the  contracting  officer. 

(c)  Before  beginning  a  preaward  survey,  the  survey¬ 
ing  activity  shall  ascertain  whether  the  prospective 
contractor  is  debarred,  suspended,  or  ineligible  (see 
Subpart  9.4).  If  the  prospective  contractor  is  debarred, 
suspended,  or  ineligible,  the  surveying  activity  shall 
advise  the  contracting  officer  promptly  and  not  pro¬ 
ceed  with  the  preaward  survey  unless  specifically  re¬ 
quested  to  do  so  by  the  contracting  officer. 

9.106- 2  Requests  for  preaward  surveys. 

The  contracting  officer’s  request  to  the  surveying 
activity  (Preaward  Survey  of  Prospective  Contractor 
(General),  SF  1403)  shall— 

(a)  Identify  additional  factors  about  which  informa¬ 
tion  is  needed; 

(b)  Include  the  complete  solicitation  package  (unless 
it  has  previously  been  furnished),  and  any  information 
indicating  prior  unsatisfactory  performance  by  the  pro¬ 
spective  contractor; 

(c)  State  whether  the  contracting  office  will  partici¬ 
pate  in  the  survey; 

(d)  Specify  the  date  by  which  the  report  is  required. 
This  date  should  be  consistent  with  the  scope  of  the 
survey  requested  and  normally  shall  allow  at  least  7 
working  days  to  conduct  the  survey;  and 
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FEDERAL  ACQUISITION  REGULATION  (FAR) 


(e)  When  appropriate,  limit  the  scope  of  the  survey. 


9.106-3  Interagency  preaward  surveys. 

When  the  contracting  office  and  the  surveying  activ¬ 
ity  are  in  different  agencies,  the  procedures  of  this 
section  9.106  and  Subpart  42.1  shall  be  followed  along 
|  with  the  regulations  of  the  agency  in  which  the  survey¬ 
ing  activity  is  located,  except  that  reasonable  special 
requests  by  the  contracting  office  shall  be  accommodat¬ 
ed. 


9.106-4  Reports. 

(a)  The  surveying  activity  shall  complete  the  applica¬ 
ble  parts  of  SF  1403,  Preaward  Survey  of  Prospective 
Contractor  (General);  SF  1404,  Preaward  Survey  of 
Prospective  Contractor — Technical;  SF  1405, 
Preaward  Survey  of  Prospective  Contractor — Produc¬ 
tion;  SF  1406,  Preaward  Survey  of  Prospective  Con¬ 
tractor — Quality  Assurance;  SF  1407,  Preaward  Survey 
of  Prospective  Contractor — Financial  Capability;  and 
SF  1408,  Preaward  Survey  of  Prospective  Contrac¬ 
tor — Accounting  System;  and  provide  a  narrative  dis¬ 
cussion  sufficient  to  support  both  the  evaluation  ratings 
and  the  recommendations. 

(b)  When  the  contractor  surveyed  is  a  small  business 
that  has  received  preferential  treatment  on  an  ongoing 
contract  under  Section  8(a)  of  the  Small  Business  Act 
(15  U.S.C.  637)  or  has  received  a  Certificate  of  Compe¬ 
tency  during  the  last  12  months,  the  surveying  activity 
shall  consult  the  appropriate  Small  Business  Adminis¬ 
tration  field  office  before  making  an  affirmative  recom¬ 
mendation  regarding  the  contractor’s  responsibility  or 
nonresponsibility. 

(c)  When  a  preaward  survey  discloses  previous  unsa¬ 
tisfactory  performance,  the  surveying  activity  shall 
specify  the  extent  to  which  the  prospective  contractor 
plans,  or  has  taken,  corrective  action.  Lack  of  evidence 
that  past  failure  to  meet  contractual  requirements  was 
the  prospective  contractor’s  fault  does  not  necessarily 
indicate  satisfactory  performance.  The  narrative  shall 
report  any  persistent  pattern  of  need  for  costly  and 
burdensome  Government  assistance  (e  g.,  engineering, 
inspection,  or  testing)  provided  in  the  Government’s 
interest  but  not  contractually  required. 

(d)  When  the  surveying  activity  possesses  informa¬ 
tion  that  supports  a  recommendation  of  complete 
award  without  an  on-site  survey  and  no  special  areas 
for  investigation  have  been  requested,  the  surveying 
activity  may  provide  a  short-form  preaward  survey 
report.  The  short-form  report  shall  consist  solely  of  the 
Preaward  Survey  of  Prospective  Contractor  (General), 
SF  1403.  Sections  III  and  IV  of  this  form  shall  be 
completed  and  block  21  shall  be  checked  to  show  that 
the  report  is  a  short -form  preaward  report. 
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PART  9— CONTRACTOR  QUALIFICATIONS 
SUBPART  9*1 —RESPONSIBLE  PROSPECTIVE  CONTRACTORS 


9.103  Policy. 

(70)  Acquisition  from  Concerns  In  Qualifying  Countries. 

(1)  Awards  to  concerns  in  qualifying  countries  are  subject  to 
this  subpart  and  other  sections  of  this  Supplement  concerning  NATO 
participating  country  sources. 

(2)  A  Canadian  firm  proposed  by  the  Canadian  Commercial 
Corporation  (CCC)  as  its  subcontractor  generally  shall  be  accepted  by 
the  contracting  officer  under  the  provisions  of  FAR  9.104-4  as  the 
basis  for  his  determination  under  FAR  9.103. 

9.104  Standards. 

9.104- 3  Application  of  Standards. 

(c)  Satisfactory  Performance  Record. 

(c)(2^  Quality  is  a  significant  consideration  in  determining 
satisfactory  performance.  Quality  defects  of  a  critical  or  repetitive 
nature  without  adequate  and  timely  corrective  action,  including  repair 
or  replacement  of  items,  shall  also  be  presumptive  of  inability  to 
meet  this  requirement.  DoD  components  shall  assure  that  contracts  are 
not  awarded  to  contractors  with  a  history  of  providing  supplies  or 
services  of  an  unsatisfactory  quality. 

(70)  In  cases  where  the  firm  proposed  by  CCC  is  so  accepted, 
pre-award  survey  forms  need  not  be  completed.  When  the  CCC  proposal 
is  not  consistent  with  other  information  which  may  be  available  to  the 
contracting  officer,  the  contracting  officer  shall  request  from  CCC 
and  any  other  sources  whatever  additional  information  or  plant  surveys 
the  contracting  officer  may  deem  necessary  to  make  the  determination 
of  responsibility  of  sources  proposed  by  CCC.  Such  additional  data 
may  be  requested  on  the  preaward  survey  forms  or  on  any  other  forms. 
Upon  request,  CCC  shall  be  furnished  an  explanation  of  the  reasons  for 
rejection  of  its  proposed  firm. 

9.105  Procedures. 

9.105- 70  Current  Information. 

(a)  Maximum  practicable  use  shall  be  made  of  currently  valid 
information  on  file  or  within  the  knowledge  of  personnel  in  the 
Department  of  Defense.  Each  Department,  shall  at  such  level  and 
manner  as  it  deems  appropriate,  maintain  useful  records  and  experience 
data  for  the  guidance  of  contracting  officers  in  the  placement  of  new 
procurement,  and  shall  inform  its  contracting  officers  and  the  other 
Departments  of  the  means  of  access  thereto.  Notwithstanding  this 
direction  contract  administration  offices  shall  maintain  files  of 
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information  reflecting  upon  the  ability  of  contractors  to  perform 
Government  contracts  successfully. 

(b)  Any  contracting  office  becoming  aware  of  ciroumstances 
which,  for  any  reason,  casts  doubt  upon  the  ability  of  a  contractor  to 
perform  contracts  successfully,  shall  immediately  advise  the  cognizant 
contract  administration  office.  A  contract  administration  office, 
upon  being  notified  by  a  contracting  office  of  unfavorable  information 
affecting  a  contractor  under  its  cognizance,  or  upon  developing 
unfavorable  information  during  the  course  of  contract  administration 
activities,  shall  advise  the  contracting  offices  of  the  other 
Departments.  When  a  contract  administration  office  is  requested  to 
perform  a  preaward  survey  and  it  has  been  notified  of  the  existence  of 
unfavorable  information  relative  to  the  contractor,  it  shall  obtain 
the  details  including  full  supporting  information.  Careful  and  full 
consideration  shall  be  given  such  information. 

(c)  For  preaward  survey  assistance  for  contracts  requiring 
performance  of  Contract  Administration  Services  (CAS)  on  military 
installations,  see  42.270. 

9.106  Preaward  Surveys. 

9.106-2  Requests  for  Preaward  Surveys. 

(70)  Procedure  for  Requesting  Preaward  Survey. 

(1)  Preaward  surveys  will  be  accomplished  by  the  cognizant 
Contract  Administration  Office  as  listed  in  DoD  Directory  of  Contract 
Administration  Services  Components,  DoD  4105.59-H.  The  contracting 
officer  shall  request  a  preaward  survey  on  Standard  Form  (SF)  1403, 
Preaward  Survey  of  Prospective  Contractor  (General),  indicating  in 
Section  III  thereof,  the  scope  of  the  survey  desired.  An  original  and 
3  copies  of  the  SF  1403  requesting  a  preaward  survey  will  be  provided 
along  with  a  copy  of  the  solicitation  and  such  drawings  and 
specifications  as  deemed  necessary  by  the  purchasing  office. 

(2)  Factors  requiring  emphasis  not  enumerated  in  Section  III 
should  be  listed  by  the  contracting  officer  under  item  "G"  of  that 
Section  and  explained  in  block  23,  Remarks. 

(3)  The  "Walsh-Healey  Public  Contracts  Act"  block  of  Section  I 
is  for  information  purposes  only.  If  information  is  needed  on  the 
offeror’s  eligibility  under  the  Walsh-Healey  Act,  it  must  be 
specifically  requested  in  block  "G"  of  Section  III  and  explained  in 
block  23,  Remarks. 

(4)  A  survey  may  be  requested  by  telegraphic  communication 
containing  the  data  required  by  Sections  I,  II,  and  III  of  the  form. 

A  survey  may  be  requested  by  telephone  but  shall  be  immediately 
confirmed  by  transmittal  of  completed  SF  1403. 

(5)  The  SF  1403  lists  five  major  factors  and  seven  other  factors 
to  be  evaluated.  One  or  more  of  these  factors  can  be  checked 
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depending  on  the  contracting  officer's  concerns  regarding  the 
offeror's  responsibility.  Following  is  a  brief  explanation  of  the 
factors: 


SECTION  III,  Block  19.  MAJOR  FACTORS 

FACTOR  A  -  Technical  Capability  -  An  assessment  of  the 
prospective  contractor's  key  management  personnel  to  determine  if  they 
have  the  basic  technical  knowledge,  experience,  and  understanding  of 
the  requirements  necessary  to  produce  the  required  product  or  provide 
the  required  service. 

FACTOR  B  -  Production  Capability  -  An  evaluation  of  the 
prospective  contractor's  ability  to  plan,  control,  and  integrate 
manpower,  facilities,  and  other  resources  necessary  for  successful 
contract  completion.  This  includes  (1)  an  assessment  of  the 
prospective  contractor's  possession  of,  or  the  ability  to  acquire,  the 
necessary  facilities,  material,  equipment  and  labor;  (2)  a 
determination  that  the  prospective  contractor's  system  provides  for 
timely  placement  of  orders  and  for  vendor  follow-up  and  control. 

FACTOR  C  -  Quality  Assurance  Capability  -  An  assessment  of  the 
prospective  contractor's  capability  to  comply  with  the  quality 
assurance  requirements  of  the  proposed  contract.  It  may  involve  an 
evaluation  of  the  prospective  contractor's  quality  assurance  system, 
personnel,  facilities  and  equipment. 

FACTOR  D  -  Financial  Capability  -  A  determination  that  the 
prospective  contractor  has  adequate  financial  resources,  or  access  to 
them,  to  acquire  needed  facilities,  equipment,  materials,  etc. 

FACTOR  E  -  Accounting  System  -  An  assessment  by  the  Defense 
Contract  Audit  Agency  (DCAA)  of  the  adequacy  of  the  prospective 
contractor's  accounting  system.  Normally,  an  accounting  system  review 
will  be  requested  when  conditions  such  as  progress  payment,  or  a  cost 
or  incentive  type  contract  is  contemplated. 

SECTION  III,  Block  20.  OTHER  FACTORS 

FACTOR  A  -  Government  Property  Control  -  An  assessment  of  the 
prospective  contractor's  capability  to  manage  and  control  Government 
property . 

FACTOR  B  -  Transportation  -  An  assessment  of  the  prospective 
contractor's  capability  to  comply  with  the  laws  and  regulations 
applicable  to  the  movement  of  Government  material,  or  overweight, 
oversized,  hazardous  cargo,  etc. 


DOD  FAR  SUPPLEMENT 

E-ll 


DAC  #84-13,  30  AUGUST  1985 


9.1-4 


FACTOR  C  -  Packaging  -  An  assessment  of  the  prospective 
contractor's  ability  to  meet  all  contractual  packaging  requirements 
including  preservation,  unit  pack,  packing,  marking  and  unitizing  for 
shipment. 

FACTOR  D  -  Security  Clearance  -  A  determination  that  the 
prospective  contractor's  facility  security  clearance  is  adequate  and 
current.  (When  checked,  this  factor  will  be  referred  to  the  Defense 
Investigation  Service  (DIS)  by  the  surveying  activity.) 

FACTOR  E  -  Plant  Safety  -  An  assessment  of  the  prospective 
contractor's  ability  to  comply  with  safety  requirements  specified  in 
the  solicitation. 

FACTOR  F  -  Environmental/Energy  Considerations  -  An  evaluation  of 
the  propsective  contractor's  ability  to  meet  specific  environmental/ 
energy  requirements  contained  in  the  solicitation. 

FACTOR  G  -  Other  -  This  factor  i3  checked  when  an  assessment  of 
other  than  Major  Factors  A-E  and  Other  Factors  A-F  i3  desired.  When 
Factor  G  is  checked,  the  desired  information  will  be  explained  in  the 
Remarks  sections.  An  example  of  an  item  that  may  be  included  under 
this  factor  is  Walsh-Healey  eligibility. 

(6)  Factors  checked  on  the  SF  1403  will  be  limited  to  those 
essential  to  the  contracting  officer's  determination  of 
responsibility. 

(7)  Block  10  of  the  SF  1403  will  show  the  date  preaward  survey 
results  are  required  by  the  purchasing  office.  This  date  will  be 
determined  by  the  contracting  officer  after  due  consideration  of  the 

.  urgency  of  the  acquisition,  and  the  scope  and  complexity  of  the 
preaward  survey.  In  particular,  consideration  must  be  given  to  the 
more  time-consuming  aspects  of  a  preaward  survey  such  as  secondary 
survey  requirements,  accounting  system  review,  financial  capability 
analysis,  and  purchasing  office  participation  in  the  survey.  Routine 
preaward  surveys,  with  established  DoD  contractors,  are  normally 
accomplished  by  the  Contract  Administration  Office  within  7  workdays 
after  receipt  of  the  request.  Preaward  survey  requests  for 
particularly  complex  items,  or  those  involving  aspects  as  mentioned 
above,  will  usually  require  more  time  and  should  be  allowed  for  by  the 
contracting  officer. 

9.106-70  Steps  for  Survey  Performance.  The  three  steps  in  performing 
a  preaward  survey  are  the  preliminary  analysis,  the  development  and 
evaluation  of  information,  and  the  preparation  and  review  of  the 
survey  report. 

(a)  Preliminary  Analysis.  The  request  (SF  1403,  Sections  I,  II, 
and  III)  shall  be  reviewed  to  establish  basic  administrative 


DOD  FAR  SUPPLEMENT 

E-12 


DAC  #84-13,  30  AUGUST  1985 


9.1-5 


information  and  the  factors  to  be  evaluated.  The  solicitation  shall 
then  be  reviewed  to  ascertain  those  general  and  special  requirements 
which  have  a  significant  bearing  on  determining  contractor 
responsibility.  Examples  are  the  nature  of  the  product,  applicable 
specifications,  delivery  schedule,  documentation  requirements, 
property  control  requirements,  and  financing  aspects. 

(b)  Development  of  Information. 

(1)  Review  of  Available  Data.  The  information  already  available 
in  the  contract  administration  office  pertaining  to  the  prospective 
contractor  and  his  past  performance  shall  be  reviewed.  Prior  preaward 
survey  reports  shall  be  examined  and  considered  in  support  of  preaward 
survey  recommendations.  If  the  prospective  contractor  has  current  or 
contemplated  Government  contracts,  the  files  3hould  be  checked  for 
information  regarding  similarity  of  product,  current  status  of 
contracts,  quality  control  experience,  and  financial  status. 

(2)  Development  of  Additional  Data. 

(i)  When  appropriate,  the  contract  administration  office  shall 
supplement  the  data  on  hand  with  any  additional  information  required 
from  other  Government  sources  and  from  commercial  sources,  such  as 
banks,  business  associates,  and  credit  rating  and  reporting  agencies. 

(ii)  When  a  prospective  contractor  proposes  to  acquire  additional 
resources  essential  to  performance  of  the  proposed  contract,  the  CAO 
shall  as  a  minimum  obtain  and  evaluate: 

(A)  an  itemized  list  of  the  required  resources; 

(B)  a  planned  method  of  acquisition;  and 

(C)  a  schedule  for  acquisition  of  resources. 

Failure  to  meet  commitments  on  previous  contracts  shall  be  documented 
in  the  current  preaward  survey  report  and  considered  in  the  final 
recommendation. 

(c)  On-Site  Surveys. 

( 1 )  Interview,  Evaluation,  and  Review. 

(i)  General.  An  on-site  survey  will  consist  of  an  interview 
with  representatives  of  the  prospective  contractor  and,  normally,  an 
evaluation  of  his  resources  and  procedures. 

(ii)  Interview  with  Management.  Management  officials  of  the 
appropriate  level  authorized  to  represent  the  prospective  contractor 
should  be  interviewed.  The  prospective  contractor's  background  shall 
be  reviewed  and  as  much  history  recorded  as  necessary  to  reflect  the 
soundness  and  reputation  of  the  firm's  operation. 

(A)  The  organizational  structure  of  the  facility  is  the  basis 
for  management's  control  and  must  be  reviewed.  Assignment  of  definite 
tasks  and  responsibilities  should  be  checked. 

(B)  Lack  of  understanding  or  misinterpretation  of  the 
solicitation  often  results  in  delinquent  contracts  and  leads  to 
default  actions.  Therefore,  the  solicitation  shall  be  discussed  with 
prospective  contractors  to  assure  that  they  understand  its 
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requirements,  including  its  technical  aspects  such  a3  drawings, 
specifications,  prototype,  technical  data  and  provisioning  technical 
documentation  (including  automated  data  processing  requirements  when 
appropriate),  testing,  packaging,  and  Government's  right  to  use 
technical  data  in  accordance  with  the  terms  of  the  solicitation.  Any 
misinterpretations  of  the  requirements  of  the  solicitation  which  could 
adversely  affect  performance,  or  refusal  by  the  prospective  contractor 
to  furnish  required  data,  should  be  brought  to  the  immediate  attention 
of  the  official  approving  the  survey  by  the  team  coordinator.  The 
official  approving  the  survey  shall,  in  turn,  promptly  advise  the 
purchasing  office. 

(iii)  Evaluation  of  Resources  and  Review  of  Procedures.  The 
resources  which  the  prospective  contractor  intends  to  utilize  shall  be 
inspected,  analyzed,  and  compared  with  his  overall  plans  for 
performing.  His  procedures  relating  to  performance  of  the  proposed 
contract  shall  be  reviewed  for  adequacy. 

(iv)  Specific  Factors  to  be  Considered.  In  the  course  of 
developing  information,  those  factors  described  in  9.106-70(c)(2) 
through  9. 106-70(c) (4)  below  and  all  others  needed  to  provide  the 
report  and  recommendations  in  the  detail  and  to  the  extent  required  by 
the  purchasing  office  shall  be  considered. 

(2)  Production. 

(i)  General.  The  production  portion  of  the  on-site  survey 
consists  of  an  evaluation  of  the  prospective  contractor’s  ability  to 
manufacture  the  product (s)  in  accordance  with  the  specifications  and 
delivery  schedule  of  the  proposed  contract.  To  achieve  the  objectives 
of  this  portion  of  the  on-site  survey,  the  production  plan  shall  be 
reviewed,  production  resources  ascertained,  and  the  plan  related  to 
such  resources. 

(ii)  Obtaining  the  Production  Plan.  The  prospective  contractor's 
production  plan  for  meeting  the  delivery  schedule  specified  in  the 
proposed  contract  shall  be  ascertained.  The  principal  milestones 
within  the  production  plan  shall  be  established,  along  with  target 
dates  for  achievement.  These  target  dates  must  support  the  delivery 
schedule  of  the  proposed  contract.  The  controls  which  will  be 
utilized  in  order  to  gear  and  hold  the  manufacturing  effort  to  the 
target  dates  for  the  principal  milestones  shall  be  analyzed  for 
suitability. 

(iii)  Ascertaining  Production  Resources.  The  information 
necessary  to  prepare  SF  1405  shall  be  obtained  by  discussion  with 
appropriate  management  personnel  of  the  prospective  contractor.  This 
information  shall  be  verified,  when  necessary,  by  physical  inspection 
of  the  manufacturing  plant  and  evaluated  in  terms  of  suitability  to 
manufacture  the  required  item(s). 

(iv)  Relating  Production  Plans  to  Production  Resources.  When 
necessary,  representatives  of  the  prospective  contractor  shall  be 
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requested  to  advise  how  the  production  resources  will  be  allocated  and 
utilized  in  order  to  achieve  the  target  dates  for  the  principal 
milestones.  This  shall  include  both  in-house  and  subcontractor 
production  resources.  Pertinent  to  this  is  an  analysis  of  projects 
and  contracts  which  will  compete  for  utilization  of  those  resources 
within  the  same  time  frame  as  that  specified  by  the  prospective 
contractor’s  production  plan.  The  information  developed  as  a  result 
of  equating  the  production  plan  and  production  resources  of  the 
prospective  contractor  should  enable  the  contract  administration 
office  to: 

(A)  conclude  whether  the  resources  which  the  prospective 
contractor  is  planning  to  use  are  suitable  for  the  job; 

(B)  determine  whether  the  prospective  contractor  will  be  capable 
of  properly  controlling,  maintaining,  protecting  and  using  Government 
property; 

(C)  determine  whether  the  planning  and  scheduling  of  effort  will 
result  in  timely  accomplishment  of  the  principal  milestones; 

(D)  conclude  whether  achievement  of  the  principal  milestones 
will  result  in  timely  delivery. 

( 3 )  Quality  Assurance  (SF  1406). 

(i)  The  standing  of  the  quality  assurance  organization  in  the 
prospective  contractor’s  overall  organization  must  be  evaluated.  An 
inspection  or  quality  control  function  which  reports  to  some  other 
organizational  segment  (such  as  Production)  instead  of  top  management 
may  be  undesirable.  The  experience  of  the  company  inspection  or 
quality  control  personnel  with  the  same  or  similar  items  shall  be 
evaluated. 

(ii)  To  evaluate  the  prospective  contractor’s  ability  to  comply 
with  quality  control  or  inspection  requirements,  the  following  areas 
shall  be  reviewed: 

(A)  methods  currently  utilized  to  control  product  quality  as 
reflected  by  a  documented  or  verifiable  inspection  system  or  quality 
program  plan; 

(B)  personnel  on  hand  and  available  (report  both  trained  and 
untrained) ; 

(C)  inspection  and  test  equipment  on  hand  and  available; 

(D)  quality,  identification,  and  storage  of  materials; 

(E)  physical  arrangement  of  plant; 

(F)  tool  and  gauge  control;  and 

(G)  test  and  inspection  records. 

(4)  Financial  (SF  1407). 

(i)  General.  The  normal  procedure  for  determining  a  prospective 
contractor's  financial  capability  shall  be  initial  presurvey  planning, 
followed  by  verification  of  financial  data  as  required.  The  extent  of 
the  review  and  analysis  of  financial  matters  shall  be  governed  by  the 
nature  of  the  proposed  contract.  In  certain  instances,  a  sound 
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decision  may  be  possible  after  a  relatively  simple  review  of  a 
company's  finanoial  position  and  produotion  commitments.  Under  other 
circumstances,  a  more  comprehensive  review  and  analysis  will  be 
required.  The  approach  to  finanoial  analysis  shall  be  consistent  with 
the  basic  policies  and  regulations  outlines  in  FAR  32.172,  32.173  and 
32.174. 

(ii)  Procedure.  Aspects  to  be  considered  in  determining  the 
prospective  contractor's  financial  capability  lnolude  the  following: 

(A)  The  latest  balance  sheet  and  profit  and  loss  statement  shall 
be  reviewed.  The  following  are  indicative  of  the  soundness  of  the 
prospective  contractor's  finanoial  structure: 

K  rates  and  ratios; 

2.  working  capital  as  represented  by  current  assets  over  current 
liabilities;  and 

3.  financial  trends  such  as  net  worth,  sales  and  profit. 

(B)  The  method  of  financing  the  contract  shall  be  evaluated. 
Where  sources  of  outside  financing,  other  than  the  Government,  are 
indicated,  their  availability  should  be  verified. 

(C)  When  financial  aid  from  the  Government  is  to  be  obtained, 
the  necessity  should  be  verified.  Review  shall  be  made  concerning  the 
applicability  of  such  financing  as  progress  payments  or  guaranteed 
loans . 

(d)  Evaluating  Data  and  Preparing  the  Report. 

(1)  Findings  of  Team  Members.  When  (the  required  information  has 
been  gathered,  each  individual  participant  shall  analyze  it  and 
evaluate  the  prospective  contractor's  capability  to  perform  with 
respect  to  the  functional  element(s)  evaluated.  Each  participant 
shall  then  provide  his  findings  to  the  official  approving  the  survey. 
When  a  negative  reply  is  recorded,  or  when  doubt  exists,  an 
explanation  must  substantiate  such  action.  If  a  detailed  analysis  is 
needed  or  additional  significant  information  is  pertinent,  a  narrative 
report  shall  be  supplied. 

(2)  Evaluation  and  Recommendation.  Based  on  all  the  information 
received  from  the  team  members,  the  offloial  approving  the  survey 
shall  thoroughly  review  and  evaluate  the  findings  and  recommendations, 
and  forward  the  report  direot  to  the  purchasing  office.  When  advance 
reports  are  made  by  telegraphio  communication  or  telephone,  they  shall 
be  confirmed  by  mail  without  delay.  The  official  approving  the  survey 
shall  follow  up  on  any  requirements  for  the  submission  of  supplemental 
reports. 

9.106-71  Audit  Responsibilities  for  Preaward  Surveys  and  Reviews. 

Preaward  surveys  of  potential  contractors'  competence  to  perform 
proposed  contracts  shall  be  managed  and  conducted  by  the  contraot 
administration  office.  When  information  is  required  on  the  adequaoy 
of  the  contractor's  accounting  system  or  its  suitability  for 
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administration  of  the  proposed  type  of  contract,  such  information 
shall  always  be  obtained  by  the  ACO  from  the  auditor.  The  contract 
administration  office  shall  be  responsible  for  advising  the 
contracting  officer  on  matters  concerning  the  contractor's  financial 
competence  or  credit  needs. 
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SUBPART  42.5— POSTAWARD  ORIENTATION 

42.500  Scope  of  subpart. 

This  subpart  prescribes  policies 'and  procedures  for 
the  postaward  orientation  of  contractors  and  subcon¬ 
tractors  through  (a)  a  conference  or  (b)  a  letter  or 
other  form  of  written  communication. 

42.501  General. 

(a)  A  postaward  orientation  aids  both  Government 
and  contractor  personnel  to  (I)  achieve  a  clear  and 
mutual  understanding  of  all  contract  requirements  and 
(2)  identify  and  resolve  potential  problems.  However,  it 
is  not  a  substitute  for  the  contractor's  fully  understand¬ 
ing  the  work  requirements  at  the  time  offers  are  sub¬ 
mitted,  nor  is  it  to  be  used  to  alter  the  final  agreement 
arrived  at  in  any  negotiations  leading  to  contract 
award. 

(b)  Postaward  orientation  is  encouraged  to  assist 
small  business  and  small  disadvantaged  business  con¬ 
cerns  (sec  Part  19). 

(c)  While  cognizant  Government  or  contractor  per¬ 
sonnel  may  request  the  contracting  officer  to  arrange 
for  orientation,  it  is  up  to  the  contracting  officer  to 
decide  whether  a  postaward  orientation  in  any  form  is 
necessary. 

B-162 


FEDERAL  ACQUISITION  REGULATION  (FAR) 

(d)  Maximum  benefits  will  be  realized  when  orienta¬ 
tion  is  conducted  promptly  after  award. 

42502  Selecting  contracts  for  postaward  orientation. 

When  deciding  whether  postaward  orientation  is 
necessary  and,  if  so,  what  form  it  shall  take,  the  con¬ 
tracting  officer  shall  consider,  as  a  minimum,  the — 

(a)  Nature  and  extent  of  the  preaward  survey  and 
any  other  prior  discussions  with  the  contractor; 

(b)  Type,  value,  and  complexity  of  the  contract; 

(c)  Complexity  ano  acquisition  history  of  the  product 
or  service; 

(d)  Requirements  for  spare  parts  and  related  equip¬ 
ment; 

(e)  Urgency  of  the  delivery  schedule  and  relationship 
of  the  product  or  service  to  critical  programs; 

(0  Length  of  the  planned  production  cycle; 

(g)  Extent  of  subcontracting; 

(h)  Contractor’s  performance  history  and  experience 
with  the  product  or  service; 

(i)  Contractor’s  status,  if  any,  as  a  small  business  or 
small  disadvantaged  business  concern; 

(j)  Contractor’s  performance  history  with  small  busi¬ 
ness  and  small  disadvantaged  business  subcontracting 
programs; 

(k)  Safety  precautions  required  for  hazardous  materi¬ 
als  or  operations;  and 

(l)  Complex  financing  arrangements,  such  as  progress 
payments,  advance  payments,  or  guaranteed  loans. 
42.503  Postaward  conferences. 

42.503- 1  Postaward  conference  arrangements. 

(a)  The  contracting  officer  who  decides  that  a  con¬ 
ference  is  needed  is  responsible  for— 

(1)  Establishing  the  lime  and  place  of  the  confer¬ 
ence; 

(2)  Preparing  the  agenda,  when  necessary; 

(3)  Notifying  appropriate  Government  representa¬ 
tives  (e.g.,  contracting/contract  administration  office) 
and  the  contractor; 

(4)  Designating  or  acting  as  the  chairperson; 

(5)  Conducting  a  preliminary  meeting  of  Govern¬ 
ment  personnel;  and 

(6)  Preparing  a  summary  report  of  the  conference. 

(b)  When  the  contracting  office  initiates  a  confer¬ 
ence,  the  arrangements  may  be  made  by  that  office  or, 
at  its  request,  by  the  contract  administration  office. 

42.503- 2  Postaward  conference  procedure. 

The  chairperson  of  the  conference  shall  conduct  the 
meeting.  Unless  a  contract  change  is  contemplated,  the 
chairperson  shall  emphasize  that  it  is  not  the  purpose  of 
the  meeting  to  change  the  contract.  The  contracting 
officer  may  make  commitments  or  give  directions 
within  the  scope  of  the  contracting  officer  s  authority 
and  shall  put  in  writing  and  sign  any  commitment  or 
direction,  whether  or  not  it  changes  the  contract.  Any 
change  to  the  contract  that  results  from  the  postaward 
conference  shall  be  made  only  by  a  contract  modifica- 
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lion  (see  43.101)  referencing  the  applicable  terms  of  the 
contract.  Participants  without  authority  to  bind  the 
Government  shall  not  take  action  that  in  any  way 
alters  the  contract.  The  chairperson  shall  include  in  the 
summary  report  (see  42.303-3  below)  all  information 
and  guidance  provided  to  the  contractor. 

42.503-3  Postaward  conference  report 

The  chairperson  shall  prepare  and  sign  a  report  of 
the  postaward  conference.  The  report  shall  cover  all 
items  discussed,  including  areas  requiring  resolution, 
controversial  matters,  the  names  of  the  participants  as¬ 
signed  responsibility  for  further  actions,  and  the  due 
dates  for  the  actions.  The  chairperson  shall  furnish 
copies  of  the  report  to  the  contracting  office,  the  con¬ 
tract  administration  office,  the  contractor,  and  others 
who  require  the  information. 

42.504  Postaward  letters. 

In  some  circumstances,  a  letter  or  other  written  form 
of  communication  to  the  contractor  may  be  adequate 
postaward  orientation  (in  lieu  of  a  conference).  The 
letter  should  identify  the  Government  representative 
responsible  for  administering  the  contract  and  cite  any 
unusual  or  significant  contract  requirements.  The  rules 
on  changes  to  the  contract  in  42.303-2  also  apply  here. 

42.505  Postaward  subcontractor  conferences. 

(a)  The  prime  contractor  is  generally  responsible  for 
conducting  postaward  conferences  with  subcontractors. 

However,  the  prime  contractor  may  invite  Govern¬ 
ment  representatives  to  a  conference  with  subcontrac¬ 
tors,  or  the  Government  may  request  that  the  prime 
contractor  initiate  a  conference  with  subcontractors. 

The  prime  contractor  should  ensure  that  representa¬ 
tives  from  involved  contract  administration  offices  are 
invited. 

(b)  Government  representatives  (1)  must  recognize 
the  lack  of  privity  of  contract  between  the  Govern¬ 
ment  and  subcontractors,  (2)  shall  not  take  action  that 
is  inconsistent  with  or  alters  subcontracts,  and  (3)  shall 
ensure  that  any  changes  in  direction  or  commitment 
affecting  the  prime  contract  or  contractor  resulting 
from  a  subcontractor  conference  are  made  by  written 
direction  of  the  contracting  officer  to  the  prime  con¬ 
tractor  in  the  same  manner  as  described  in  42.303-2. 
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42.501  General. 

The  need  for  a  postaward  orientation  oonferenoe  normally  will  be 
established  as  a  result  of  substantive  review  and  analysis  of  the 
contract  by  the  Contract  Administration  Office.  However,  the 
contracting  officer  or  technical  representative  of  the  purchasing 
office  may  initiate  the  request  for  a  conference.  A  conference  of 
Government  personnel  normally  shall  be  held  prior  to  notifying  and 
conferring  with  the  contractor  to  assure  that  the  Government  position 
on  all  matters  is  established. 

42.503- 1  Postaward  Conference  Arrangements. 

(a)(2)  The  agenda  of  the  postaward  conference  may  include  such 
matters  as  are  indicated  on  DD  Form  1484. 

42.503- 2  Postaward  Conference  Procedure. 

The  chairperson  shall  use  the  DD  Form  1484  in  conducting  the 
conference  to  assure  that  all  significant  matters  are  covered. 

42.503- 3  Postaward  Conference  Report. 

The  chairperson  may  use  the  DD  Form  1484  as  the  summary  report 
where  appropriate. 
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Once  a  contract  is  awarded ,  the  contractor  is  responsible  for 
timely  delivery.  The  government,  however,  will  maintain 
surveillance  of  contractor  performance  as  necessary  to  protect 
its  interests.  This  chapter  discusses  three  separate  but 
interrelated  topics:  production  surveillance;  the  priorities  and 
allocations  system  and  the  role  of  the  industrial  specialist. 

Production  Surveillance 

It  is  the  policy  of  the  DOD  that  the  Government  perform 
production  monitoring  functions  necessary  to  provide  the 
production  or  performance  information  required  to  protect  the 
interests  of  the  government.  As  used  in  this  chapter, 
criticality  and  delinquency  have  the  following  meanings. 
Criticality  refers  to  the  degree  of  importance  to  the  Government 
of  supplies  or  services  under  contract.  Delinquency  includes 
actual  failure  by  the  contractor,  regardless  of  reason,  to  meet 
the  contract  delivery  or  performance  schedule;  and  potential 
failure  by  the  contractor,  regardless  of  reason,  to  maintain  such 
progress  in  contract  performance  as  is  required  to  meet  his 
contract  delivery  or  performance  schedule.  This  will  also 
include  those  items  beyond  contractor's  control  such  as, 
excusable  delays.  Timely  delivery  or  performance  ordinarily 
requires  realistic  planning  and  action  on  the  part  of  the 
purchasing  office,  the  contractor  and  the  contract  administration 
office.  The  functions  of  the  purchasing  office  and  the  CAO  are 
complementary  and  are  discussed  below. 

The  purchasing  office  after  considering  the  governments 
essential  schedule  requirements,  establishes  the  delivery/ 
performance  schedule  with  the  contractor  and  formalizes  this 
agreement  as  part  of  the  contract. 

The  Uniform  Contract  Format,  required  by  the  FAR  specifies 
that  delivery/performance  information  be  in  section  F  of  the 
contract.  Further,  after  assessing  such  factors  as  the 
complexity  of  the  task  and  the  seriousness  of  any  impact  of 
contractor  failure/delay,  on  the  government,  the  purchasing 
office  assigns  a  Criticality  Designator  which  is  used  by  CAO  when 
determining  the  level  of  surveillance  to  be  provided. 

Criticality  Designator's  (CD)  are  codified  as  A,  B  or  C  and 
conditionally  annotated  on  the  face  page  of  the  contract. 
Specifically,  a  CD  of  A  is  reserved  for  the  most  critical 
requirements.  If  the  assignment  is  one  of  higher  criticality, 
they  must  annotate  the  face  page  of  the  contract  with  the 
appropriate  CD,  an  "A"  or  "B."  If  the  Criticality  Designator  is 
"C",  the  contract  is  not  annotated. 

CAO  Priority.  Current  guidance  requires  contracts  with 
criticality  designator  A  or  B  to  be  assigned  to 


E-21 


production  surveillance  category  1  or  2.  Contracts  with 
criticality  designator  C  will  be  assigned  category  2  or  3. 

Table  1  depicts  this  decision  scheme  as  well  as  the 
general  translation  from  buying  activity  to  CAO  priority.  Within 
these  guidelines  the  final  decision  is  normally  a  CAO  production 
element  function.  Factors  considered  while  making  this  decision 
include: 

.  type  of  contract. 

.  the  production  processes. 

.  contractor  production  plan. 

.  personnel  resources  of  the  CAO. 

.  contract  performance  schedule. 

.  contractor  production  plan. 

.  provisions  for  contractor  performance  and  progress 
reports . 

Production  Surveillance  Categories. 

Category  1 .  Contracts  are  normally  limited  to  those 
requiring  continued  on-site  assessment  and  will  be  surveilled  by 
an  Engineer  or  Industrial  Specialist  (IS).  Although  the 
complexity  of  the  items  under  contract,  as  well  as  other  factors, 
have  a  direct  bearing  on  the  actual  conduct  of  surveillance, 
there  are  basic  techniques  which  are  followed  to  assure  the 
required  objectives  are  met.  First  the  contract,  and  the 
contractor's  performance  history,  are  reviewed;  second,  an 
initial  visit  to  determine  the  contractor's  plan  for  production 
or  performance;  third  and  last,  a  surveillance  plan  is  developed 
and  executed. 

Category  2.  This  category  is  normally  accomplished  by 
Production  Control  Clerks  (PCC)  with  technical  assistance  by  the 
Industrial  Specialist  (IS)  or  engineer,  as  required.  The  degree 
to  which  the  IS,  PCC  and  engineer  teamwork  is  required  is  a 
function  of  several  factors  including:  contract  characteristics, 
contractor  capability  and  past  performance,  and  the  experience, 
expertise  and  judgment  of  CAO  Production  Management  Personnel. 

The  PCC  is  required  to  provide  telephonic  or  mailed  status 
inquiries  or  a  reminder  notice  prior  to  scheduled  delivery.  The 
contracts  assigned  to  this  production  surveillance  category  will 
not  have  milestones  or  pacing  events;  therefore,  the  establish¬ 
ment  of  a  suspense  date  will  be  the  extent  of  surveillance 
planning.  If  and  when  the  PCC  experiences  problems  with 
contractor  responsiveness  or  the  reliability  of  contractor 
furnished  information,  details  are  provided  to  the  IS/engineer 
for  further  action. 

Category  3.  This  category  of  surveillance  is  conducted  on 
the  "exception"  basis.  Specifically,  the  PCC  takes  action  only 
if  requested  to  expedite  or  when  the  contract  is  already 
delinquent.  Under  these  exceptional  circumstances.  Category  3 
Surveillance  is  afforded  Category  2  treatment. 
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TABLE  1 


PRODUCTION  SURVEILLANCE  LEVELS 


CRITICALITY  DESIGNATOR 

PRODUCTION  SURVEILLANCE  CATEGORY 

(Assigned  by  Procuring  Contracting  Office) 

(Assigned  by  Contract  Administration  Office) 

•  Defense  Priority  System  rating  of  DX 

Industrial  Specialist/Engineer 

•  DOD  or  service  directed  critical  program 

1 

•  Contract  with  production  or  performance  lead 
time  of  several  months  and  identifiable  mile¬ 
stones  and  is 

•  CD  “A"  contract  or  is  with 

•  Public  Exigency  (emergency  contracts) 

•  Contractor  with  history  of  poor  production 
performance  in  general  or  on  the  item 
purchased 

Clerk/Industrial  Specialist 

•  Contracts  for  items  needed  to  maintain  a 
Government  or  Contractor  production  or 
repair  line 

2 

•  CD  “A"  contracts  not  Cat  1 

•  All  CD  “B"  contracts 

•  CD  “C”  contracts  with  poor  performers 

Clerk  evaluates  contractor  supplied  information 
and  makes  advance  reminder  to  contractor  bv 
telephone  or  letter 

Clerk  or  Equivalent 

•  All  other  CD  “C"  contracts 

•  All  other  contracts 

O 

4 

Clerk  expedites  delivery  after  deliquency  with 
Industrial  Specialist  Assistance 
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Reporting.  Production  progress  reports  may  be  required  by 
contract;  in  those  cases,  the  contractor’s  reports  are  routed 
through  the  production  element  for  comment  enroute  to  the 
contracting  officer(s).  In  addition  the  CAO  should  originate 
reports  upon  the  detection  of  anticipated  or  actual  delinquency. 

The  form, whether  a  preprinted  form,  letter,  or  message  is 
directed  by  the  departmental  regulations  and  procedures.  The 
content  of  the  report(s)  should  contain  a  concise  summary  of  the 
discrepancy,  actions  taken  by  the  IS/Engineer  and  contractor  to 
mitigate  the  impact  and  recommended  action.  Such  reports  are 
provided  through  channels  to  the  cognizant  ACO  who  determines 
what  action  is  to  be  taken,  such  as,  ACO  letter  to  the 
contractor,  or  notification  of  the  PCO.  Follow-up  action  is 
taken/monitored  by  the  IS/Engineer  until  the  contract 
requirements  are  fulfilled. 

Defense  Priority  and  Allocation  System  (DPAS) 

The  Defense  Priority  and  Allocation  System  (DPAS)  has  the 
Defense  Production  Act  of  1950  as  its  statutory  origin.  The 
current  DPAS  is  the  latest  revision  of  a  regulatory  system  that 
has  been  in  existence  for  over  30  years  and  was  previously  known 
by  the  acronyms  DMS  (Defense  Material  System)  and  (DPS)  Defense 
Priority  System.  The  DPAS,  like  its  predecessor,  ensures 
preferential  treatment  to  certain  government  contracts  in  markets 
with  scarce  resources  that  are  essential  to  support  national 
defense  initiatives.  The  Federal  Emergency  Management  Agency 
specifies  which  defense  programs  are  authorized  the  highest 
degree  of  preference  after  which  the  Department  of  Commerce 
Administers  the  DPAS.  The  two  areas  covered  by  DPAS  are  priority 
rated  orders  and  controlled  materials.  Each  is  discussed  below. 

Priority  Ratings  and  Rated  Orders.  Rated  orders  are 
identified  by  a  priority  rating  consisting  of  the  rating  DX  or  DO 
and  a  program  identification  symbol.  Rated  orders  take 
preference  over  all  unrated  orders  as  necessary  to  meet  required 
delivery  dates. 

Among  rated  orders,  delivery  on  DX  rated  orders  take 
preference  over  DO  rated  orders.  Program  identification  symbols 
indicate  which  authorized  program  is  involved  with  the  rated 
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order.  For  example,  A1  identifies  defense  aircraft  programs  and 
A7  signifies  defense  electronic  programs.  The  program  identifi¬ 
cation  symbols  do  not  connote  any  priority. 

Persons  receiving  rated  orders  must  give  preferential 
treatment  as  required  by  DPAS.  This  means  a  contractor  must 
accept  and  fill  a  rated  order  for  items  that  it  normally 
supplies.  The  existence  of  previously  accepted  unrated  or  lower 
rated  orders  is  not  sufficient  reason  for  rejecting  a  rated 
order.  The  contractor  is  required  to  reschedule  unrated  orders 
if  it  conflicts  with  performance  against  a  rated  order. 

Similarly,  it  must  reschedule  DO  rated  orders  if  it  conflicts 
with  performance  against  a  DX  rated  order.  In  other  words. 

All  rated  orders  must  be  scheduled  to  the  extent  possible  to 
ensure  delivery  by  the  required  delivery  date. 

Contractors  receiving  rated  orders  must  in  turn  place  rated 
orders  with  suppliers  for  the  items  needed  to  fill  the  orders. 
This  provision  ensures  that  suppliers  will  give  priority 
treatment  to  rated  orders  from  contractor  to  subcontractors  and 
suppliers  throughout  the  procurement  chain. 

Contractors  may  place  a  priority  rating  on  orders  only  when 
in  receipt  of  a  rated  order,  having  been  explicitly  authorized  to 
do  so  by  the  Department  of  Commerce  or  of  a  delegate  agency,  such 
as  DOD. 

Controlled  Materials.  Federal  central  management  of  certain 
key  materials,  designated  "controlled  materials",  has  been 
essential  in  the  past  to  effective  industrial  mobilizations. 
Accordingly,  special  rules  are  maintained  in  peacetime  to  provide 
an  operating  mechanism  that  can  be  rapidly  expanded  during  a 
national  emergency  to  meet  increased  defense  and  other  essential 
needs.  Currently,  the  controlled  materials  are  steel,  copper, 
aluminum,  and  nickel  alloys. 

Under  the  controlled  materials  program,  the  Department  of 
Commerce  requires  suppliers  of  controlled  materials  to  accept 
rated  orders  up  to  a  specified  quantity  of  material  during  a 
given  period  of  time.  This  quantity  is  called  a  "set-aside". 

This  provision  ensures  that  the  material  will  be  available  when 
rated  orders  are  placed.  In  addition,  the  system  ensures  that 
controlled  materials  producers  are  treated  equitably,  for  after 
the  set-aside  quantity  levels  have  been  reached,  controlled 
materials  producers  may  generally  reject  additional  rated  orders. 
These  orders  would  then  be  filled  by  other  controlled  materials 
producers  who  had  not  exhausted  their  set-aside  requirement. 

In  time  of  national  emergency,  the  level  and  scope  of  the 
controlled  materials  program  may  be  greatly  expanded  to  ensure 
the  necessary  allocation  of  materials  and  in  order  to  direct 
general  industrial  activity  toward  supporting  the  requirements  of 
the  emergency.  If  items  become  scarce  or  critical  and  the 
requirements  of  the  national  defense  cannot  be  met  without 
creating  a  significant  dislocation  in  the  civilian  market  place 
so  as  to  create  appreciable  hardship,  special  rules  may  be 
established  under  section  101(b)  of  the  Defense  Production  Act  to 
control  the  general  distribution  of  such  items  in  the  civilian 
market. 
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Special  Priorities  Assistance.  The  DPAS  is  designed  to  be 
largely  self-executing.  However,  from  time  to  time  production  or 
delivery  problems  will  arise.  In  this  event,  special  priorities 
assistance  is  available  from  Commerce  and  from  the  delegate 
agencies.  Special  priorities  assistance  is  available  for  any 
reason  consistent  with  DPAS.  Generally,  special  priorities 
assistance  is  provided  to  expedite  deliveries,  resolve  delivery 
conflicts,  place  rated  orders,  locate  suppliers,  or  to  verify 
information  supplied  by  customers  and  vendors.  Special 
priorities  assistance  may  also  be  used  to  request  rating 
authority  for  items  not  automatically  ratable. 

Official  Actions.  When  necessary,  the  Department  of  Commerce 
takes  specific  official  actions  to  implement  or  enforce  the 
provisions  of  DPAS  and  to  provide  special  priorities  assistance. 
Such  actions  may  include  the  issuance  of:  rating  authorizations, 
directives,  letters  of  understanding,  set-asides,  and  compliance 
documents  such  as  administrative  subpoenas,  demands  for 
information,  and  inspection  authorizations. 

Compliance.  Compliance  with  the  provisions  of  DPAS  and 
official  actions  is  required  by  the  Defense  Production  Act. 
Violators  are  subject  to  criminal  penalties.  Contractors  placing 
or  receiving  a  rated  order  should  be  thoroughly  familiar  with, 
and  must  comply  with,  the  provisions  of  DPAS. 

Role  of  the  Industrial  Specialist 

The  industrial  specialist's  major  responsibilities  are  to 
assist,  advise,  and  make  recommendations  to  the  ACO  and  the 
buying  organization  regarding  production  aspects  of  assigned 
contracts  and  insure  delivery  of  all  items  in  the  contract  in  a 
timely  and  economical  manner. 

The  industrial  specialist  is  expected  to  anticipate 
production  problems  and  recommend  preventive  action  to  the  ACO 
for  correction  or  improvement.  Identifying  these  deficiencies  in 
a  timely  manner  contributes  to  the  prevention  of  difficulties 
that  could  delay  deliveries. 

The  industrial  specialists  also  perform  in  many  other  areas 
of  the  acquisition  process  by  assisting  the  buying  activity,  the 
ACOs,  and  the  contractor. 
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Familiarity  with  the  other  areas  will  help  you  recognize  the 
relationship  between  the  functions  of  the  industrial  specialist 
and  those  of  the  ACO.  Generally  the  industrial  specialist  will: 

a.  Serve  as  team  coordinator  for  preaward  surveys  and 
perform  production  surveys. 

b.  Monitor  submission  of  and  validity  ,of  contractor  prepared 
monthly  production  progress  reports. 

c.  Support  buying  agencies  in  the  provisioning  cycle  and 
monitor  the  sequence  of  provisioning  actions. 

d.  Evaluate  engineering  change  proposals  to  determine  impact 
on  schedules. 

e.  Monitor  and  control  the  amended  shipping  instruction 
system. 


f.  Conduct  studies  to  determine  the  production  impact  of 
strikes . 


g.  Obtain  necessary  concurrences,  support,  and  approval  when 
parts  and  materials  must  be  removed  from  facilities  affected  by 
strike  conditions. 

h.  Provide  field  surveillance  and  guidance  to  contractors  in 
preparation  of  plans  for  operation  during  emergencies  -  Disaster 
Preparedness  Planning. 

i.  Serve  as  Armed  Services  Procurement  Planning  Officer  in 
coordinating  Industrial  Readiness  Planning. 

j.  Perform  liaison  between  the  contractor  and  other  agencies 
when  required  to  assist  the  contractor  in  obtaining  timely 
delivery  of  equipment  or  property  to  be  furnished  by  the 
government. 

k.  Evaluate  and  validate  the  contractor's  facilities 
expansion  proposals  and  make  recommendations  to  the  cognizant 
PCO. 


l.  Review  and  substantiate  the  contractor's  equipment 
modernization  and  replacement  proposals  under  facilities 
contracts 

m.  Perform  reporting  requirements  and  monitor  contractor's 
management  of  Government-owned  plants  and  real  estate. 

n.  Perform  annual  inspection  of  Departmental  and  National 
Industrial  Reserve  Plants. 

o.  Provide  surveillance  of  active  industrial  plant  equipment 
and  perform  utilization  surveys  of  this  equipment. 
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p.  Insure  that  adequate  procedures  are  established  and 
maintained  for  the  control  of  excessive  generation  of  scrap  in 
the  contractor's  plant  for  cost  type  contracts  or  terminations  of 
contracts. 

q.  Evaluate  plant  clearance  inventories  for  allowability, 
allocability,  and  reasonableness. 

r.  Perform  technical  evaluation  of  cost  proposals  for  labor 
and  material  amounts  and  kinds. 

s.  Review  contractor  requests  for  progress  payments  for 
satisfactory  progress. 


42.1008 


FAC  84-5 


SUBPART  42.11— PRODUCTION  SURVEILLANCE 
AND  REPORTING 

42.1101  General. 

Production  surveillance  is  a  function  of  contract  ad¬ 
ministration  used  to  determine  contractor  progress  and 
to  identify  any  factors  that  may  delay  performance. 
Production  surveillance  involves  Government  review 
and  analysis  of  (a)  contractor  performance  plans, 
schedules,  controls,  and  industrial  processes  and  (b)  the 
contractor’s  actual  performance  under  them. 

42.1102  Applicability. 

This  subpart  applies  to  all  contracts  for  supplies  or 
services  other  than  facilities,  construction  contracts, 
and  Federal  Supply  Schedule  contracts. 

42.1103  Policy. 

The  contractor  is  responsible  for  timely  contract  per¬ 
formance.  The  Government  will  maintain  surveillance 
of  contractor  performance  as  necessary  to  protect  its 
interests.  When  the  contracting  office  retains  a  contract 
for  administration,  the  contracting  officer  administering 
the  contract  shall  determine  the  extent  of  surveillance. 

42.1104  Surveillance  requirements. 

(a)  The  contract  administration  office  determines  the 
Extent  of  production  surveillance  on  the  basis  of  (1)  the 
criticality  (degree  of  importance  to  the  Government) 
assigned  by  the  contracting  officer  (see  42. 1 105)  to  the 
supplies  or  services  and  (2)  consideration  of  the  follow¬ 
ing  factors: 

(i)  Contract  requirements  for  reporting  produc¬ 
tion  progress  and  performance. 

(ii)  The  contract  performance  schedule. 

(iii)  The  contractor’s  production  plan. 

(iv)  The  contractor’s  history  of  contract  per¬ 
formance. 

(v)  The  contractor’s  experience  with  the  con¬ 
tract  supplies  or  services. 

(vi)  The  contractor’s  financial  capability. 

(vii)  Any  supplementary  written  instructions 
from  the  contracting  office. 


APRIL  1, 1985 

FEDERAL  ACQUISITION  REGULATION  (FAR) 

(b)  Contracts  of  values  less  than  the  small  purchase 
threshold  should  not  normally  require  production  sur¬ 
veillance. 

(c)  In  planning  and  conducting  surveillance,  contract 
administration  offices  shall  make  maximum  use  of  any 
reliable  contractor  production  control  or  data  manage¬ 
ment  systems. 

(d)  In  performing  surveillance,  contract  administra¬ 
tion  office  personnel  shall  avoid  any  action  that  may 
(1)  be  inconsistent  with  any  contract  requirement  or  (2) 
result  in  claims  of  waivers,  of  changes,  or  of  other 
contract  modifications. 

42.1105  Assignment  of  criticality  designator. 

Contracting  officers  shall  assign  a  criticality  designa¬ 
tor  to  each  contract  in  the  space  for  designating  the 
contract  administration  office,  as  follows: 


Criterion 

Critical  contracts,  including  DX-rated  contracts  (see 
Subpart  12.3),  contracts  citing  the  authority  in 
6.302-2  (unusual  and  compelling  urgency),  and  con¬ 
tracts  for  major  systems. 

Contracts  (other  than  those  designated  “A”)  for 
items  needed  to  maintain  a  Government  or  con¬ 
tractor  production  or  repair  line,  to  preclude  out- 
of-stock  conditions  or  to  meet  user  needs  for  non¬ 
stock  items. 

All  contracts  other  than  those  designated  "A"  or 
’•B.” 


42.1106  Reporting  requirements. 

(a)  When  information  on  contract  performance  status 
is  needed,  contracting  officers  may  require  contractors 
to  submit  production  progress  reports  (see  42.1107(a)). 
Reporting  requirements  shall  be  limited  to  that  infor¬ 
mation  essential  to  Government  needs  and  shall  take 
maximum  advantage  of  data  output  generated  by  con¬ 
tractor  management  systems. 

(b)  Contract  administration  offices  shall  review  and 
verify  the  accuracy  of  contractor  reports  and  advise 
the  contracting  officer  of  any  required  action.  The  ac¬ 
curacy  of  contractor-prepared  reports  shall  be  verified 
either  by  a  program  of  continuous  surveillance  of  the 
contractor’s  report-preparation  system  or  by  individual 
review  of  each  report. 

(c)  The  contract  administration  office  may  at  any 
time  initiate  a  report  to  advise  the  contracting  officer 
(and  the  inventory  manager,  if  one  is  designated  in  the 
contract)  of  any  potential  or  actual  delay  in  perform¬ 
ance.  This  advice  shall  (1)  be  in  writing,  (2)  be  pro¬ 
vided  in  sufficient  time  for  the  contracting  officer  to 
take  necessary  action,  and  (3)  provide  a  definite  recom¬ 
mendation,  if  action  is  appropriate. 

42.1107  Contract  clause. 

(a)  The  contracting  officer  shall  insert  the  clause  at 
52.242-2,  Production  Progress  Reports,  in  solicitations 
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Designator 
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PART  42— CONTRACT  ADMINISTRATION 


42.1204 


and  contracts  when  production  progress  reporting  is 
required;  unless  a  facilities  contract,  a  construction  con¬ 
tract,  or  a  Federal  Supply  Schedule  contract  is  contem¬ 
plated. 

(b)  When  the  clause  at  52.242-2  is  used,  the  contract¬ 
ing  officer  shall  specify  appropriate  reporting  instruc¬ 
tions  in  the  Schedule  (see  42. 1 106(a)). 


E-30 


42.11-1 


PART  42— CONTRACT  ADMINISTRATION 
SUBPART  42.11— PRODUCTION  SURVEILLANCE  AND  REPORTING 

42.1101  General. 

Delinquency  includes — 

(a)  actual  failure  by  the  contractor,  that  is,  his  failure, 
regardless  of  reason,  to  meet  the  contract  delivery  or  performance 
schedule;  and 

(b)  potential  failure  by  the  contractor,  that  is,  his  failure, 
regardless  of  reason,  to  maintain  such  progress  in  contract 
performance  as  is  required  to  meet  his  contract  delivery  or 
performance  schedule. 

42.1104  Surveillance  Requirements. 

(a)(70)  Initial  Contract  Review. 

(i)  The  contract  administration  office  shall,  during  initial 
contract  review,  assign  contracts  to  production  surveillance  or  review 
categories  as  follows: 

(A)  Category  1  is  conducted  by  an  industrial  specialist  or  other 
person  qualified  to  assess  the  contractor’s  plan  for  production  and 
evaluate  progress  toward  the  successful  accomplishment  of  that  plan. 
This  type  of  effort  is  adaptable  to  contracts  which  have  a 
production/performance  lead  time  of  at  least  several  months,  and  which 
entail  identifiable  milestone  or  pacing  events  against  which  progress 
may  be  measured.  Contracts  assigned  this  category  should  include 
those  contracts  which  are  of  the  complexity  described  under  FAR 
42.1104(a)  and  have  a  Criticality  Designator  A  or  are  with  a 
contractor  which  has  either  a  history  of  generally  poor  production 
performance  or  a  poor  performance  history  on  the  same  or  similar 
supplies  or  services  as  those  on  the  current  contract. 

(B)  Category  2  is  conducted  by  personnel  qualified  to  assess 
information  provided  by  the  contractor  in  terms  of  delivery 
probability.  They  may  be  assisted  by  industrial  specialists  or  other 
technically  qualified  personnel  who  will  visit  the  production  facility 
when  there  is  probability  of  failure  by  the  contractor  to  deliver  or 
perform  according  to  schedule,  or  when  contractor-furnished 
information  is  questionable,  or  in  other  occasions  when  the  assistance 
of  technical  personnel  may  contribute  to  the  avoidance  or  minimizing 
of  a  delinquency.  This  category  of  surveillance  entails,  as  a 
minimum,  a  written  or  telephonic  reminder  to  the  contractor  in  advance 
of  the  required  delivery  or  performance  date(s)  including  inquiry  as 
to  whether  he  will  perform  on  schedule  or  as  to  the  cause  and  duration 
of  any  anticipated  delay,  and  periodic  followup  and  expediting  of 
supplies  or  services  not  delivered  or  performed  on  time.  This 
category  is  adaptable  to  contracts  which  warrant  surveillance  effort 
by  the  Government  in  advance  of  the  required  due  date.  Any  contract 
with  a  Criticality  Designator  A  not  assigned  to  Category  1  shall  be 
assigned  to  Category  2.  All  Criticality  Designator  B  contracts  and 
those  Criticality  Designator  C  contracts  placed  with  contractors 
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having  a  history  of  generally  poor  production  performance  also  shall 
also  be  assigned  to  this  category. 

(C)  Category  3  is  conducted  by  the  same  personnel  assigned 
Category  2  contracts.  This  category  of  surveillance  entails  inquiry 
and  expediting  effort  after  a  failure  to  deliver  or  perform  within  the 
contract  schedule  has  occurred,  and  periodic  followup.  It  may  involve 
assistance  by  technical  personnel. 

(ii)  Regardless  of  assigned  category,  if  a  contract  is  reported 
by  DD  Form  375,  Production  Progress  Report,  as  delinquent  or 
anticipated  to  become  delinquent,  the  surveillance  efforts  will 
provide  continuous  knowledge  of  the  status  of  the  problems  causing  the 
delinquency  and  of  the  corrective  efforts  being  taken. 

(iii)  If  Category  1  is  assigned  to  a  contract,  the  contract 
administration  office  shall  also: 

(A)  review  the  contract  in  conjunction  with  any  preaward  survey 
(see  FAR  9.1)  to  ascertain  what  contract  performance  difficulties  may 
be  expected. 

(B)  determine  the  extent  of  postaward  orientation  required  in 
the  production  area  (see  FAR  42.5). 

(C)  determine  any  special  procedures  to  be  followed. 

(b)  The  contract  administration  office  shall  determine,  in 
accordance  with  FAR  42.1104(a),  the  extent  of  production  surveillance 
required  regardless  of  dollar  value. 

(d)  After  delinquency  has  occurred,  and  before  the  PCO  has 
determined  the  action  to  be  taken,  it  is  particularly  important  that 
surveillance  be  limited  to  fact  finding  to  avoid  waiver  of  the 
contract  delivery  and  performance  schedules. 

42.1105  Assignment  of  Criticality  Designator. 

(a)  The  assigned  designator  may  be  changed  only  by  the 
purchasing  office.  Ordinarily,  unilateral  purchase  orders  shall  be 
assigned  Criticality  Designator  C. 

(b)  DoD  contract  items  on  which  a  priority  01,  02,  03,  or  06  (if 
emergency  supply  of  clothing)  has  been  assigned  based  on  DoDD  4410.6, 
Uniform  Material  Movement  and  Issue  Priority  System  and  nonstocked 
items  which  otherwise  meet  the  criteria  for  Force  Activity  Designator 

1  and  Urgency  or  i.eed  Designator  A  thereunder  shall  fall  under 
Criticality  Designator  A. 

42.1106  Reporting  Requirements. 

(b)(1)  If  ti.e  contractor’s  report  indicates  that  the  contract 
schedule  will  be  met  and  the  contract  administration  office  concurs, 
no  further  report  by  the  contract  administration  office  is  required. 

(2)  If,  on  i  be  other  hand,  either  the  contractor  forecasts 
delivery  or  performance  failure,  or  the  contract  administration  office 
does  not  concur  in  the  contractor's  no  failure  report,  and  in  either 
case  the  delay  is  expected  to  be  for  more  than  30  days,  or  purchasing 
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office  action,  in  any  case,  is  deemed  necessary,  the  contract 
administration  office  shall  add  an  endorsement  and  forward  a  copy  to 
the  purchasing  office  and  to  the  inventory  control  manager  unless 
otherwise  specified  in  the  contract,  within  4  working  days  after 
receipt  of  the  contractor's  report.  The  endorsement  shall  include: 

(i)  comments  as  to  nonconcurrence,  if  applicable; 

(ii)  action  taken  by  the  contractor  and  by  the  Government  to 
overcome  the  anticipated  or  actual  delinquency. 

(iii)  action  required  -  a  positive  recommendation  to  the 
purchasing  office  of  the  action  necessary  to  correct  the  delinquency, 
including  any  realistic  schedule  revision  which  can  be  met  by  the 
contractor  and  the  extent  to  which  the  contractor  may  have  excusable 
cause  of  delay.  When  other  actions  are  indicated,  such  as  those 
leading  to  default  termination,  the  contract  administration  office 
shall  indicate  specific  dates  by  which  Government  action  should  be 
taken  to  preserve  the  Government's  rights. 

(c)  Reports  Initiated  by  Contract  Administration  Offices. 
Reports  may  be  furnished  by  use  of: 

(1)  DD  Form  375-2,  or  DLA  Form  1654  (Test),  Delay  in  Delivery 
(Flash  Notices);  or 

(2)  DD  Form  375,  Production  Progress  Report  and  DD  Form  375c 
(continuation) . 


42.1107  Contract  Clause. 

(b)(1)  Contract  schedule  provisions  supporting  the  clause  at  FAR 
52.242-2  shall  contain  but  not  be  limited  to  instructions  relative  to: 

(1)  the  frequency  and  timing  (normally  5  working  days  after  each 
reporting  period  of  reporting); 

(ii)  the  contract  line  items,  exhibits,  or  exhibit  line  items  for 
which  reporting  is  required; 

(iii)  offices  and  mailing  addresses  to  which  reports  shall  be  sent 
including  the  purchasing  office,  the  contract  administration  office  (3 
copies),  status  control  activities  and  inventory  managers,  if 
appropriate;  special  requirements  as  to  codes  and  formats. 

(2)  When  reporting  an  actual  or  potential  delinquency,  the 
contractor-prepared  DD  Form  375c  shall,  as  a  minimum,  contain  the 
following  data: 

(i)  problem  -  a  statement  of  the  difficulty,  the  reasons 
therefor,  and  whether  caused  by  the  Government  or  the  contractor; 

(ii)  items  and  quantities  affected; 

(iii)  date  of  commencement  of  the  anticipated  or  actual 
delinquency; 

(iv)  action  taken  by  the  contractor  to  overcome  the  anticipated 
or  actual  delinquency. 

(v)  estimated  recovery  date  based  upon  evaluation  of  the  factors 
contributing  to  the  delinquency;  and 

(vi)  a  realistic  schedule  revision  which  can  be  met  by  the 
contractor.  In  the  absence  of  an  actual  or  potential  delinquency,  the 
DD  Form  375c  may  be  used  to  provide  any  information  which  the 
contractor  deems  appropriate. 
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PART  12— CONTRACT  DELIVERY  OR  PERFORMANCE 


SUBPART  12.3— PRIORITIES  AND  ALLOCATIONS 

12.300  Scope  of  subpart. 

This  subpart  implements  the  Defense  Priorities  and 
Allocations  System  (DPAS),  a  Department  of  Commerce 
(DOC)  regulation  in  support  of  authorized  national 
defense  programs  (see  15  CFR  350). 

12.301  Definitions. 

E-34 


12.302 


“Authorized  program,”  as  used  in  this  subpart,  means 
a  program  approved  by  the  Federal  Emergency  Manage¬ 
ment  Agency  (FEMA)  for  priorities  and  allocations  sup¬ 
port  under  the  Defense  Production  Act  of  1950,  as 
amended  (50  U.S.C.  app.  2061,  et  seq.),  to  promote  the 
national  defense.  Schedule  1  of  the  DPAS  lists  currently 
authorized  programs. 

“Controlled  materials,”  as  used  in  this  subpart,  means 
the  various  shapes  and  forms  of  steel,  copper,  aluminum, 
and  nickel  alloys  specified  in  Schedule  II,  and  defined  in 
Schedule  III,  of  the  DPAS. 

“Delegate  Agency,”  as  used  in  this  subpart,  means  an 
agency  of  the  U.S.  Government  authorized  by  delegation 
from  DOC  to  place  priority  ratings  on  contracts  that  sup¬ 
port  authorized  programs.  Schedule  1  of  the  DPAS  lists 
the  Delegate  Agencies. 

“Rated  order”  means  a  prime  contract  for  any  pro¬ 
duct,  service,  or  material  (including  controlled  materials) 
placed  by  a  Delegate  Agency  under  the  provisions  of  the 
DPAS  in  support  of  an  authorized  program  and  which 
requires  preferential  treatment,  and  includes  subcon¬ 
tracts  and  purchase  orders  resulting  under  such  contracts. 

12.302  General. 

(a)  Under  Title  I  of  the  Defense  Production  Act  of 
1950,  as  amended  (50  U.S.C.  app.  2061,  et  seq.),  the 
President  is  authorized  (1)  to  require  that  contracts  in 
support  of  the  national  defense  be  accepted  and  perform¬ 
ed  on  a  preferential  or  priority  basis  over  all  other  con¬ 
tracts,  and  (2)  to  allocate  materials  and  facilities  in  such  a 
manner  as  to  promote  the  national  defense. 

(b)  The  Office  of  Industrial  Resource  Administration 
(OIRA),  DOC,  is  responsible  for  administering  and  en¬ 
forcing  a  system  of  priorities  and  allocations  to  carry  out 
Title  I  of  the  Defense  Production  Act  for  industrial 
items.  The  DPAS  has  been  established  to  promote  the 
timely  availability  of  the  necessary  industrial  resources  to 
meet  current  national  defense  requirements  and  to  pro¬ 
vide  a  framework  to  facilitate  rapid  industrial  mobiliza¬ 
tion  in  case  of  national  emergency. 

(c)  The  Delegate  Agencies  (see  Schedule  I  of  the 
DPAS)  have  been  given  authority  by  DOC  to  place  rated 
orders  in  support  of  authorized  programs.  Other  govern¬ 
ment  agencies,  Canada,  and  other  friendly  foreign  na¬ 
tions  may  apply  for  special  rating  authority  in  support  of 
authorized  programs  (see  15  CFR  350.55). 

(d)  Rated  orders  shall  be  placed  in  accordance  with  the 
procedures  in  the  DPAS.  Contracting  officers  responsi¬ 
ble  for  acquisitions  in  support  of  authorized  programs 
shall  be  familiar  with  the  DPAS  and  should  provide 
guidance  on  the  DPAS  to  contractors  and  suppliers 
receiving  rated  orders.  Agency  heads  shall  ensure  com¬ 
pliance  with  the  DPAS  by  contracting  activities  within 
their  agencies. 

(e)  Under  the  Defense  Production  Act,  any  willful 
violation  of  the  Act,  the  DPAS,  or  any  official  action 
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taken  by  DOC  under  the  DPAS,  is  a  crime  punishable  by 
a  maximum  fine  of  $10,000,  one  year  in  prison,  or  both 
(see  15  CFR  350.70  and  15  CFR  350.74). 

12.303  Procedures. 

(a)  There  are  two  levels  of  priority  for  rated  orders 
established  by  the  DPAS,  identified  by  the  rating  symbols 
“DO”  and  “DX.”  All  DO  rated  orders  have  equal 
priority  with  each  other  and  take  preference  over  unrated 
orders.  All  DX  rated  orders  have  equal  priority  with  each 
other  and  take  preference  over  DO  rated  and  unrated 
orders.  DX  ratings  are  used  for  special  defense  programs 
designated  by  the  President  to  be  of  the  highest  national 
priority. 

(b)  DOC  may  issue  a  Directive  to  compel  a  contractor 
or  supplier  to  accept  a  rated  order,  to  rearrange  produc¬ 
tion  or  delivery  schedules,  or  to  improve  shipments 
against  particular  rated  orders.  Directives  issued  by  DOC 
take  precedence  over  all  rated  and  unrated  orders  as 
stated  in  the  Directive. 

(c)  In  addition  to  any  other  contractual  requirements, 
a  valid  rated  order  must  contain  (see  15  CFR  350.12)  the 
following: 

(1)  A  priority  rating  consisting  of  the  appropriate 
DO  or  DX  rating  symbol  and  a  program  identification 
symbol  to  indicate  the  authorized  program  (see 
Schedule  I  of  the  DPAS). 

(2)  A  required  delivery  date  or  delivery  dates. 

(3)  The  signature  of  an  individual  authorized  by  the 
agency  to  sign  rated  orders. 

(d)  The  DPAS  has  the  following  three  basic  elements 
which  are  essential  to  the  operation  of  the  system: 

(1)  Mandatory  acceptance  of  rated  orders.  A  rated 
order  shall  be  accepted  by  a  contractor  or  supplier 
unless  rejected  for  the  reasons  provided  for  mandatory 
rejection  in  15  CFR  350.13(b),  or  for  optional  rejection 
in  15  CFR  350.13(c). 

(2)  Mandatory  extension  of  priority  ratings 
throughout  the  acquisition  chain.  Contractors  and  sup¬ 
pliers  receiving  rated  orders  shall  extend  priority 
ratings  to  subcontractors  or  vendors  when  acquiring 
items  to  fill  the  rated  orders  (see  15  CFR  350.15). 

(3)  Priority  scheduling  of  production  and  delivery. 
Contractors  and  suppliers  receiving  rated  orders  shall 
give  the  rated  orders  priority  over  other  contracts  as 
needed  to  meet  delivery  requirements  (see  15  CFR 
350.14). 

(e)  Agencies  shall  provide  contracting  activities  with 
specific  guidance  on  the  issuance  of  rated  orders  in  sup¬ 
port  of  agency  programs. 

(0  Contracting  officers  shall  follow  agency  procedural 
instructions  concerning  the  use  of  rated  orders  in  support 
of  agency  programs. 

(g)  Contracting  officers,  contractors,  or  subcontrac¬ 
tors  at  any  tier,  that  experience  difficulty  placing  rated 
orders,  obtaining  timely  delivery  under  rated  orders, 
locating  a  contractor  or  supplier  to  fill  a  rated  order,  en¬ 
suring  that  rated  orders  receive  preferential  treatment  by 
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contractors  or  suppliers,  or  require  rating  authority  for 
items  not  automatically  ratable  under  the  DPAS,  should 
promptly  seek  special  priorities  assistance  in  accordance 
with  agency  procedures  (see  15  CFR  350.50-55). 

(h)  Contracting  officers  shall  report  promptly  any 
violations  of  the  DPAS  to  DOC  in  accordance  with  agen¬ 
cy  procedures. 

*  12.304  Solicitation  provision  and  contract  clause. 

(a)  Contracting  officers  shall  insert  the  provision  at 

52.212- 7,  Notice  of  Priority  Rating  for  National  Defense 
Use,  in  solicitations  when  the  contract  to  be  awarded  will 
be  a  rated  order. 

(b)  Contracting  officers  shall  insert  the  clause  at 

52.212- 8,  Defense  Priority  and  Allocation  Requirements, 
in  contracts  that  are  rated  orders. 


124 


E-35 


PROGRESS  EVALUATION 


It  is  the  Department  of  Defense  policy  that  the  Government 
perform  production  management  functions  necessary  to  provide 
production  or  performance  progress  information.  This  protects 
the  interest  of  the  Government  and  fulfills  the  Government's 
contract  obligations. 

Monitoring  Contractor  Progress 

The  contractor  is  responsible  for  timely  and  satisfactory 
contract  performance.  However,  the  Government  cannot  always  rely 
on  the  contractor  to  make  sure  that  the  contract  work  is 
progressing  as  scheduled.  Poor  performance  or  late  deliveries 
may  cause  costly  delays  in  the  program  of  which  the  contract  is  a 
part.  Thus,  the  Government  monitors  contract  performance  closely 
to  insure  that  desired  end  items  are  delivered  on  time.  The 
method  of  monitoring  used  depends  on  several  factors;  such  as, 
the  contract  performance  period,  complexity  of  the  item,  and 
urgency  of  need  for  the  item. 

Monitoring  supports  many  objectives.  It  may  identify 
potential  delinquencies.  It  may  help  to  isolate  specific 
performance  problems.  It  may  permit  the  Government  to  allocate 
government  property  to  various  programs.  Monitoring  information 
is  used  to  support  contractor  requests  for  progress  payments. 
Monitoring  may  point  out  the  need  for  government  assistance.  It 
may  supplement  but  not  supplant  the  contractor's  own  efforts  to 
solve  performance  problems. 

Monitoring  may  reveal  more  than  just  performance  difficulty. 
It  may  reveal  actual  or  anticipated  default.  The  Government  must 
then  act  promptly  and  carefully  to  fulfill  its  requirements  and 
preserve  its  rights. 

Each  type  of  contract  requires  its  own  approach  to 
monitorship  and  measurement.  For  example,  the  R  &  D  Contract 
presents  unique  surveillance  challenges.  Normally  the  status  of 
a  study,  experiment,  test,  evaluation,  and  design  is  often  hard 
to  gauge  before  completion.  Objective  scheduling  criteria  seldom 
exist  since  the  statements  of  work  are  usually  broad  and 
flexible.  Researchers  may  encounter  breakthroughs  or  setbacks 
which  negate  earlier  progress  data.  In  research  contracts, 
therefore,  the  customary  monitoring  criteria  such  as  costs, 
schedule  and  progress  are  not  easily  applied.  Monitoring  is  more 
a  matter  of  technical  evaluation,  controls  over  costs  incurred, 
and  estimating  the  contractor's  level  of  effort. 

Monitoring  becomes  easier  as  the  program  matures  from  R  &  D 
through  the  development  phase  to  production.  Though  the  work  is 
not  yet  repetitive  and  detailed  specifications  are  still  lacking, 
much  of  the  uncertainty  may  be  gone.  The  experience  gained  on 
earlier  contracts  should  provide  some  standard  for  comparison. 
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However,  the  work  still  depends  on  the  contractor's  ability  to 
cope  with  obstacles  he  has  not  met  before.  Thus,  technical 
evaluation  is  still  very  important  in  determining  the  status  of 
development  work. 

On  production  contracts,  the  end-item  design  should  be  firm. 
Production  processes  are  defined  and  a  production  schedule  is 
established  at  the  outset  of  the  contract.  Use  of  customary 
monitoring  criteria  permits  measurement  of  progress  against  the 
contract  schedule  causing  the  emphasis  to  shift  from  technical 
evaluation  to  production  specialists  (Industrial  Specialists) 
evaluation. 

Sources  of  Progress  Information 

In  evaluating  a  contractor's  progress,  the  Government  is 
primarily  interested  in  actual  progress  toward  completing  the 
work.  Data  about  progress  may  be  obtained  from  production 
progress  conferences  held  by  the  contract  administration  office, 
field  representatives  at  the  work  site,  or  periodic  progress 
reports  by  the  contractor  to  the  ACO  or  CO. 

Conferences  and  Reviews.  The  contract  administration  office 
and  the  procuring  activity  may  hold  regularly  scheduled  meetings 
and  reviews  to  evaluate  the  overall  status  of  the  contract  and  to 
resolve  problems  that  may  be  affecting  contractor  performance. 
Progress  reports  submitted  to  the  Government  provide  the  basis 
for  many  of  the  resulting  decisions  made  by  the  procurement  team. 

Periodic  meetings  between  cognizant  technical  personnel  and 
the  contractor  may  also  be  held  to  discuss  technical  questions 
important  to  both.  Generally,  these  meetings  take  place  before 
scheduled  contract  administration  team  meetings.  This  permits 
the  administration  team  to  consider  problems  that  cannot  be 
completely  settled  at  the  technical  level. 

The  industrial  specialist's  contribution  to  these  progress 
evaluation  conferences  and  reviews  is  significant.  The 
industrial  specialist  is  often  located  at  or  near  the 
contractor's  plant.  At  the  very  least,  the  industrial  specialist 
should  report  to  the  ACO  any  special  information  concerning  the 
contractor's  performance. 

Production  Schedules.  In  some  instances  the  contractor  is 
required  by  terms  of  the  contract  to  submit  a  phased  production 
schedule  for  review  by  the  Government.  This  requirement  must 
appear  as  a  special  provision  in  the  contract  schedule.  There  is 
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no  standard  format  for  such  schedules;  however,  they  usually  show 
the  time  required  to  perform  the  production  cycle,  to  include 
planning,  purchasing,  plant  rearrangements,  tooling,  component 
manufacture,  subassembly  and  final  assembly,  testing,  and 
shipping. 

Production  Progress  Reports.  The  CO  can  insert  into  the 
contract  a  requirement  to  obtain  production  progress  information 
normally  on  a  monthly  basis  from  the  contractor.  Usually  this 
report  is  prepared  on  DD  Form  375  Production  Progress  Report. 

The  contractor  shows  the  actual  and  forecast  deliveries  as 
compared  with  the  contract  schedule,  as  well  as  delay  factors,  if 
any.  The  report  provides  narrative  sections  which  the  contractor 
uses  to  explain  any  difficulties,  delay  factors,  action  taken  or 
proposed  to  overcome  these  difficulties,  and  any  assistance 
required  from  the  Government. 

This  report,  when  contractor  prepared  is  normally  submitted 
to  the  CAO.  The  industrial  specialist  reviews  the  report  and 
provides  comments  for  ACO  consideration.  The  ACO,  in  turn, 
comments  to  the  CO  and  other  interested  parties. 

In  some  cases,  the  DD  Fm  375  report  is  supplemented  by 
additional  information.  For  example,  the  procuring  activity  may 
require  special  production  graphic  submissions  for  some  contracts 
to  show  detailed  schedules  and  to  provide  a  convenient  method  for 
reporting  progress.  The  graphs  supplement  the  progress 
information  contained  on  the  DD  Fm  375;  they  also  further  insure 
its  accuracy.  Such  graphic  techniques,  including  line  of 
balance,  are  discussed  later. 

The  fact  that  a  monthly  production  progress  report  is  or  is 
not  required  by  the  contract  does  not  relieve  the  production 
element  of  its  obligation  to  report  anticipated  or  actual  delays 
to  the  ACO  as  soon  as  such  delays  are  recognized.  In  most  cases 
this  is  done  by  executing  a  DD  Fm  375-2,  Delay  in  Delivery  or 
Flash  Notice,  or  by  other  authorized  means  such  as  letter  or 
message. 

Such  reports  need  not  repeat  the  previous  analysis  made  of 
the  same  problem,  but  should  reference  previous  reports. 

However,  when  there  is  a  change  to  a  previous  delinquency 
forecast,  such  as  deletion  of  current  or  anticipated  delinquent 
line  items,  or  a  change  in  the  causes  of  a  production  delay,  the 
previous  analysis  must  be  updated.  The  ACO  takes  action  and 
reports  to  the  CO. 

Where  the  DD  Fm  375  is  not  appropriate,  for  example, 
construction,  shipbuilding,  and  maintenance  and  overhaul,  special 
progress  reports  may  be  required.  Here,  physical  progress  is 
often  reported  and  measured  by  the  stage  or  percentage  of 
completion  of  the  work. 
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Techniques  for  Measuring  Progress 

In  evaluating  a  contractor's  delivery  schedule,  a  graphic 
display  of  the  accumulated  data  can  be  helpful.  The  forcefulness 
that  a  visual  presentation  enjoys  over  the  narrative  is  not  the 
only  advantage;  most  graphic  studies  can  be  updated  more 
economically.  The  selection  of  the  best  method  is  important.  It 
is  DOD  policy  that  maximum  use  shall  be  made  of  the  contractor's 
progress  management  procedures.  The  Government  must  avoid 
imposing  a  technique  intended  for  surveillance  of  a  complex 
procurement  if  the  procurement  involved  is  comparatively  simple 
and  only  an  isolated  administrative  or  production  phase  warrants 
monitoring . 

There  are  many  graphic  techniques  for  analyzing  contractor 
planning  and  for  monitoring  progress  toward  completion.  Also, 
many  contractors  have  developed  graphic  techniques  for  portraying 
production  progress.  Some  of  the  more  common  techniques  that 
have  received  acceptance  are  identified  and  described  below. 

Phase  Planning  Chart.  This  is  a  technique  in  which  lead 
times  and  target  dates  are  projected  for  the  principal  resources 
and  steps  in  the  manufacturing  process  of  a  contract.  The  lead 
time  is  the  length  of  time  before  an  end  item  delivery  in  which 
an  operation  must  be  completed  in  order  to  meet  the  delivery 
schedule.  The  target  date  is  the  specific  date  for  completion  of 
an  operation.  Progress,  if  any,  is  displayed  by  annotating 
actual  times  (dates)  for  events  on  the  same  chart  containing 
"planned"  times  (dates).  See  Figure  1. 

Delivery  Forecasting.  This  is  another  production  planning 
technique  by  which  lead  times  and  target  dates  are  projected  for 
principal  resources  and  steps  in  the  manufacturing  process.  It 
is  similar  to  phase  planning.  Delivery  forecasting  differs  from 
phase  planning  in  that  it  consists  of  determining  the  lead  time 
and  target  dates  for  only  those  major  components  in  the  first  end 
item.  It  is  not  concerned  with  lead  time  and  target  dates  for 
all  items  in  the  contract.  It  is  concerned  with  the  production 
of  the  first  end  item  because  it  was  designed  for  use  on 
contracts  in  which  the  assembly  time  for  the  end  items  is 
negligible  compared  to  the  overall  lead  time  for  the  end  item. 

The  time  required  to  manufacture  the  total  number  of  components 
for  all  items  is  little  more  than  the  time  required  to 
manufacture  the  components  for  the  first  item. 

After  delivery  forecasting  data  has  been  initially  compiled, 
it  is  reviewed  and  updated  periodically  to  determine  how  actual 
production  progress  on  the  first  end  item  compares  with  the 
contractor's  original  production  plan.  The  theory  of  delivery 
forecasting  is  that  the  total  number  of  items  on  a  contract,  as 
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described  above,  is  relatively  small  and  the  first  item  can  be 
produced  on  schedule,  then  the  remaining  items  should  follow 
without  difficulty.  Delivery  forecasting  is  not  generally  useful 
for  long  production  lead  time  contracts  which  involve  a  small 
number  of  complex,  high  dollar  value  items.  The  information 
generated  by  delivery  forecasting  is  more  detailed  than  the 
information  generated  by  phase  planning. 

In  delivery  forecasting,  the  major  components  of  the  first 
end  item,  called  "pacing  item"  govern  the  delivery  schedule  and 
are  selected  for  plotting  on  the  delivery  forecasting  chart.  As 
actual  production  progresses  and  production  difficulties  or 
delays  occur  for  certain  items,  the  pacing  items  may  be  changed 
when  the  original  delivery  forecasting  chart  is  reviewed  and 
updated.  The  major  stages  in  the  production  cycle  against  which 
the  pacing  item  is  plotted  will  vary  with  each  individual 
contract.  In  general,  such  stages  will  include  engineering  or 
design,  purchasing,  assembly,  test,  packaging,  and  shipment.  See 
Figure  2. 

Milestone  Variance  Chart.  When  a  more  condensed  graphic 
presentation  than  either  phase  planning  or  delivery  forecasting 
is  needed,  a  milestone  variance  chart  can  be  used.  It,  like 
delivery  forecasting,  is  primarily  a  tool  for  monitoring  a 
contract  after  the  contractor's  production  schedules  have  been 
established. 

The  milestone  variance  chart  presents  the  planned  target  date 
for  the  major  steps  in  producing  the  end  item  from  planning  to 
shipment.  Revisions  to  such  target  dates  and  the  actual 
performance  achieved  by  the  contractor  are  also  portrayed.  The 
production  plan  and  production  progress  on  the  contract  are 
highlighted  for  quick  evaluation.  The  information  to  be  included 
in  the  chart  is  obtained  at  meetings  with  the  contractor  just  as 
for  phase  planning  and  delivery  forecasting. 

This  technique  is  especially  useful  on  contracts  with  long 
lead  time  end  items  being  manufactured  by  contractors  with  some 
proven  ability  to  produce.  While  the  importance  of  such  end 
items  requires  an  evaluation  of  the  contractor's  production  plans 
and  closer  production  surveillance  than  other  contracts,  the 
proven  ability  of  the  contractor  may  show  that  only  summary 
information  need  be  charted.  See  Figure  3. 

Program  Evaluation  and  Review  Technique  (PERT) 
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FIGURE 


KEY  EVENTS 


(1)  Receive  program  go-ahead 

(2)  Initiate  procurement  of  engine 

(3)  Complete  final  fuselage  drawings 

(4)  Complete  plans  and  specs 

(5)  Submit  GFAE  requirements 

(6)  Complete  manufacture  of  fuselage 

(7)  Award  subcontract  for  tail  assembly. 

(8)  Complete  assembly  fuselage-engine 

(9)  Receive  wings  from  subcontractor 

(10)  Receive  GFAE 

(11)  Receive  tail  assembly 

(12)  Roll  out  aircraft 


FIGURE  4  Tasks  to  build  an  aircraft 


GU  R  F  'j  Drawing  a  network  (event  oriented). 


Program  evaluation  review  technique  is  a  management  tool  that 
can  be  applied  to  construction  projects,  research  and  development 
projects,  or  projects  of  a  one-time  nature  justifying  the 
relatively  high  cost  of  PERT.  It  is  a  management  technique 
designed  to  help  the  manager  plan  and  schedule  both  large  and 
small  projects  in  terms  of  time  and  cost.  PERT  can  provide  the 
basis  for  decision  making.  PERT  quantifies  knowledge  about 
uncertainties  faced  by  the  activities  responsible  for  meeting  a 
predetermined  time  schedule.  The  very  process  of  analyzing  these 
uncertainties  focuses  management's  attention  on  the  critical 
areas . 

It  uses  networks  to  show  time  and  dependency  relationships 
between  the  factors  contributing  to  completing  a  system,  project, 
or  task.  Using  PERT  data,  management  can  evaluate  possible 
"trade-offs"  in  order  to  improve  the  chances  of  meeting  the  time 
schedule.  This  technique  can  quickly  give  the  results  of 
alternate  courses  of  action,  thus  making  a  range  of  alternatives 
available . 

Characteristics  of  a  Network.  A  PERT  network  is  actually  a 
sequential  flow  chart  showing  the  significant  events  and 
activities  which  must  be  completed  in  the  orderly  progress  of  the 
plan.  These  events  and  activities  are  diagrammed  in  a  time 
relationship  to  each  other  to  show  the  complete  system,  project, 
or  task. 

A  network  chart  shows  two  types  of  accomplishment:  events 
and  activities.  Events  are  instantaneous  happenings,  they  do  not 
consume  time  or  resources.  Some  examples  of  events  are  program 
go-ahead,  design  start,  design  completion,  fabrication  start,  and 
fabrication  completion.  On  a  network  diagram  events  are  shown  by 
boxes  or  circles. 

An  activity  is  a  discrete,  identifiable  task  in  a  program 
which  consumes  time.  Activities,  shown  as  arrows,  must  start  and 
end  in  an  event.  The  event  at  the  tail  of  the  arrow  indicates 
the  beginning  of  an  activity,  the  event  of  the  point  of  the 
arrow,  its  completion.  In  a  graphic  representation,  arrows  point 
to  the  right,  up,  or  down;  thereby,  the  flow  from  project 
beginning  to  end  flows  from  left  to  right  on  the  graphic. 

Activity  time  (te)  is  the  elapsed  time  required  to  complete 
an  activity  in  a  specified  manner.  Estimating  "activity  time"  is 
the  most  difficult  feature  of  the  PERT  process.  Any  future 
activity  involves  uncertainty.  Therefore,  responsible 
organizations  are  reluctant  to  make  a  single  time  estimate.  Time 
estimates  must  be  made  by  the  people  familiar  with  each  activity 
to  insure  accuracy.  These  estimates  are  made  independently.  The 
intent  is  to  get  a  realistic  appraisal  of  the  time  required  to 
accomplish  each  activity. 

PERT  uses  three  estimates  of  the  time  required  to  complete 
activity;  the  optimistic  time,  the  most  likely  time,  and  the 
pessimistic  time.  These  are  defined  as  follows: 

(1)  The  optimistic  time  (a)  is  the  estimated  completion  time 
if  everything  goes  better  than  expected. 
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(2)  The  most  likely  time  (m)  is  that  time  which  the 
estimator  really  thinks  will  be  required  for  the  job. 

(3)  The  pessimistic  time  (b)  is  that  which  would  be  required 
if  practically  everything  went  wrong. 

(4)  The  activity  time  (te)  is  then  calculated  by  using  the 
equation: 

t  =  a  +  4m  +  b 
e  - - - 


Constructing  the  Network.  Figure  4  lists  the  events  in  a 
task  -  the  task  of  building  an  aircraft.  This  is  a  simple 
example  of  a  PERT  network. 

Before  these  major  events  in  the  manufacture  of  an  aircraft 
can  come  about,  it  is  evident  that  many  other  events  must  take 
place,  what  are  these  events?  How  are  they  scheduled  so  that 
the  major  events  can  be  accomplished  by  the  appointed  time? 

In  building  an  aircraft,  as  in  this  example,  there  are 
actually  thousands  of  events  programmed  into  many  networks.  PERT 
diagrams  include  all  these  events  and  the  ultimate  activities. 

The  diagrams  become  the  basis  for  computations. 

Figure  5  diagrams  the  twelve  events  listed  in  Figure  4. 
Each  is  shown  as  a  numbered  and  labeled  rectangle. 

Selecting  the  events  is  the  first  step  in  building  a  network. 
The  second  step  is  to  connect  the  events  with  arrows  showing  the 
activity,  or  activities  that  must  take  place  between  events. 

These  arrows  emphasize  graphically  that  an  event  cannot  occur 
until  all  activities  leading  to  it  have  been  completed. 
Furthermore,  an  activity  cannot  begin  until  the  preceding  event 
has  occurred.  For  example,  Event  2  is  constrained  by  Event  1 
because  engine  procurement  cannot  be  initiated  until  after  the 
program  "go-ahead"  has  been  received.  Event  4  must  also  follow 
event  1.  Events  3,  5,  and  7  are  logical  steps  after  event  4. 

Four  events  -  8,  9,  19,  and  11  -  culminate  in  event  12,  unveiling 
the  aircraft.  This  is  a  greatly  simplified  illustration  of  a 
master  network  for  an  aircraft  construction  plan. 

As  pointed  out  previously,  numerous  additional  events  would 
be  necessary  for  a  true  network.  Events  in  a  master  network 
could  actually  be  the  end  events  or  objectives  of  the  other 
networks . 

The  third  step  in  constructing  the  PERT  network  is  to 
calculate  the  te  for  each  activity.  Figure  6  illustrates  the 
time  estimates  used  for  this  example.  The  te  for  the  activity 
between  event  1  and  event  2  is  calculated  as  follows: 


a  =  8 
m  =  1 6 
b  =  32 


te  =  a+4m+b 
6 

te  =  8+4  (  1 6  )  +  32  =  8+64+32  = 
6  6 


104  =  te  =  17.3 

6 
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Te  =  131. 
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The  activity  time  (te)  is  calculated  for  other  activities  in 
the  same  manner.  The  results  of  those  calculations  are  shown  in 
Figure  7.  The  te  for  each  activity  then  becomes  the  baseline  for 
generating  useful  management  data.  Refer  to  Figure  7. 

Processing  the  Baseline  Data.  Although  computers  perform 
this  function  in  "real  world"  PERT  applications,  a  brief 
explanation,  will  provide  an  understanding  of  this  process. 

The  Event  Expected  Completion  Date  (TE)  is  calculated  for 
each  event  by  adding  the  estimated  activity  times  (te)  for  each 
activity  preceding  that  event  in  the  network.  Note  that  the 
individual  completion  date  is  designated  by  a  small  te  and  the 
addition  of  small  te=TE.  When  more  than  one  path  constrains  the 
event,  the  TE  for  the  event  is  equal  to  the  time  over  the  path 
which  consumes  the  most  time.  For  example  (see  Figure  7),  event 
8  is  constrained  by  paths  including  events  1,  2,  8  and  1,  4,  3, 

6,  8  since  the  time  consumed  over  paths  1,  4,  3,  6,  8  (121.6)  is 
greater  than  the  time  consumed  over  path  1,  2,  8  (119.1)  the  TE 
for  event  8  is  121.6.  The  TE  for  the  end  event,  in  our  example- 
event  12,  represents  the  time  required  to  complete  all  the 
activities  in  the  network.  The  most  time  consuming  path  through 
the  entire  network,  in  our  example  the  path  containing  events  1, 
4,  3,  6,  8  and  12,  is  called  the  Critical  Path.  The  time 
consumed  over  the  Critical  Path  is  the  time  estimated  to  complete 
the  entire  task,  as  such  it  is  particularly  important  to  the 
user's  of  the  PERT  technique  because  any  additional  time  required 
(in  excess  of  the  te)  for  completion  of  activities  on  the 
Critical  Path  will  delay  completion  of  the  project.  Management 
can  then  allocate  resources  to  minimize  potential  delays  by 
monitoring  progress  along  the  Critical  Path. 

Another  useful  management  technique  is  to  examine  the  net 
work  using  the  "Event  Latest  Allowable  Completion  Date  (TL)" 
criteria.  TL  is  the  time  after  program  start  on  which  an  event 
must  occur  to  avoid  a  delay  in  the  project  completion.  TL  is 
calculated  on  a  "backward"  or  "right  to  left"  pass  through  the 
network.  In  our  example  TL  for  the  last  event  (Event  12)  is 
arbitrary  assigned  a  value  of  131.6.  The  TL  (Event  Latest 
Allowable  Completion  Date)  for  each  activity  between  the  event 
and  event  12,  when  two  or  more  paths  from  event  12  to  that 
activity  exists,  TL  for  the  event  is  the  time  over  the  most  time 
consuming  path.  For  example  (see  Figure  10-7)  the  TL  for  event  4 
could  be  calculated  by  subtracting  from  TL  event  12  (131.6)  the 
TE  for  each  event  over  the  following  paths;  12,  8,  6,  3,  4  or  12, 
9,  4  or  12,  11,  7,  4  or  12,  10,  5,  4.  In  this  example,  the  most 
time  consuming  path  is  path  13,  8,  6,  3,  4  therefore  TL  for  event 
4  is  131.6  minus  95.6  or  36. 

Having  now  computed  both  the  TE  and  TL  for  each  event  in  the 
network  the  concept  of  "slack  time"  can  be  developed  and  used  by 
the  management.  Slack  time  is  the  difference  between  TL  and  TE. 
If  the  calculated  slack  time  is  positive  for  a  particular  event, 
a  schedule  slippage  up  to  the  value  of  slack  time  can  be 
tolerated  without  a  delay  in  the  completion  of  the  end  event.  If 
the  slack  time  is  zero,  any  slippage  will  cause  a  day  for  day 
slip  in  the  completion  of  the  end  event,  further,  if  slack  time 
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is  negative,  the  program  is  behind  the  schedule  and  unless 
corrected  will  result  in  a  day  for  day  delay  in  the  completion  of 
the  end  event.  In  our  example,  slack  ^iae  is  zero  along  the 
critical  path  and  positive  on  all  others.  This  slack  provides 
the  planner  with  leeway  in  reallocating  resources  to  improve  the 
situation  on  the  critical  path. 

When  a  network  is  completed,  the  required  time  and  the 
critical  path  can  be  examined  in  detail.  At  this  time  various 
simulated  situations  can  be  computed  by  adjusting  times  to  see 
what  effect  these  changes  might  have  on  the  end  event.  This 
simulation  produces  alternate  courses  of  action  and  gives  a 
choice  of  decisions. 

Line-of -Balance  Technique 

Line-of-balance  (LOB)  is  a  technique  for  assembling, 
selecting,  and  interpreting  in  graphic  form  the  essential  factors 
involved  in  a  production  process  from  raw  material  to  completion 
of  the  end  product,  against  a  background  of  time.  It  is  a 
management  tool,  utilizing  the  principle  of  exception  to  show 
only  the  most  important  facts  to  its  audience.  This  is  a  means 
of  integrating  the  flow  of  materials  and  components  into  the 
manufacture  of  end  items  in  accordance  with  phased  delivery 
requirements . 

Elements  of  a  production  program  are  related  to  planned 
progress.  Those  elements  that  are  lagging  are  identified.  Time 
relationships  between  various  elements  in  the  manufacturing 
process  are  set  forth  and  deficiencies  pointed  out  in  the 
availability  of  material,  parts,  and  assemblies  at  selected 
control  points  along  the  production  line. 

LOB  is  used  to  measure  the  current  relationship  of  actual 
production  progress  to  scheduled  progress  and  predict  the 
feasibility  of  accomplishing  timely  deliveries.  It  is  a  means 
for  determining  problem  areas  of  the  manufacturing  or  development 
process  which  need  corrective  action.  Updated  studies  provide 
checks  on  the  effectiveness  of  remedial  action.  Another  use  is 
the  scheduling  of  purchase  orders  and  shop  orders.  A  contractor 
can  use  it  as  a  reporting  medium  or  as  a  means  of  communication. 
It  might  also  be  used  to  substantiate  progress  payments.  The  LOB 
Chart  contains  an  Objective  Chart,  a  Production  Plan,  and  a 
Progress  Chart.  Each  is  described  below. 

Objective  Chart.  The  objective  chart  (see  Figure  8)  is  the 
required  contract  delivery  schedule.  In  Figure  8,  the 
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graph  reflects  the  delivery  schedule  of  a  contract  which  requires 
delivery  of  a  varied  number  of  units  per  month  starting  Dec 
through  30  Jun. 

The  schedule  must  be  determined  from  the  contract  and 
converted  to  cumulative  end  items  per  unit  of  time.  In  addition, 
the  contract  and  amendments  should  be  checked  for  revisions  or 
changes  to  the  schedule.  If  the  line-of-balance  study  is  to 
include  production  of  identical  end  items  for  more  than  one 
contract,  the  objective  should  be  the  overall  cumulative  delivery 
requirements  of  all  contracts. 

Production  Plan.  Following  the  setting  down  of  the 
objective,  the  second  important  step  in  an  LOB  study  is  to  chart 
the  production  plan.  As  used  here,  this  is  defined  as  the 
producer's  planned  process  of  production.  Deriving  the 
production  plan  or  "assembly  tree",  in  terms  of  key  plant 
operation  or  assembly  points  and  their  lead-time  relationship  to 
final  completion,  is  the  most  vital  stage  in  a  line-of-balance 
study.  Lead  time  is  defined  as  the  time  interval  between  the 
required  availability  of  a  raw  material,  a  purchase  part,  a 
manufactured  part,  or  a  subassembly  and  the  date  of  shipment  of 
the  completed  end  item.  These  operational  points  are  steps  in 
the  manufacturing  cycle,  the  completion  of  which  can  be  used  to 
monitor  intermediate  progress  of  production. 

In  our  example  LOB  (See  Figure  8),  the  numbers  1  through  11 
indicate  the  intermediate  control  points  whereas  number  12 
indicates  that  the  end  item  is  available  for  delivery.  As  items 
pass  through  these  control  points  they  are  "counted".  As  the 
production  plan  depicts,  items  at  control  point  #1  must  be  in 
place  24  days  prior  to  delivery  of  the  end  item,  during  these  24 
days,  item  one  is  combined  with  item  #6  this  assembly  is  then 
combined  with  the  assembly  of  item  4  and  the  resulting  end  item 
is  available  12  days  prior  to  delivery  .  Charting  of  the 
Production  plan  results  from  detailed  study  by  plant  management, 
the  process  engineering  staff,  and  other  representatives 
responsible  for  conducting  line-of-balance  analysis. 

The  plan  should  cover  the  span  of  operation  peculiar  to  the 
particular  manufacturing  process,  from  work  on  raw  materials 
through  assembly  to  shipment.  Prior  to  any  detailed  examination 
or  gathering  and  categorizing  of  data  supplied  by  the  contractor, 
a  tour  should  be  made  of  the  plant  to  observe  the  physical 
layout.  The  actual  processes  involved  should  be  observed  as  well 
as  the  physical  attributes  of  the  operations.  This  trip  should 
be  made  "in  reverse",  beginning  at  the  shipping  room  and  ending 
in  the  stock  room  where  incoming  materials  are  received.  This 
unusual  approach  will  enable  the  observer  to  obtain  a  more 
accurate  concept  of  lead  time  for  operations  and  materials. 

Progress  Chart.  The  progress  chart  is  used  to  display  and 
compare  the  required  progress  versus  actual  progress.  Actual 
production  progress  is  depicted  in  terms  of  quantities  of 
materials,  parts,  and  subassemblies  which  have  passed  through  the 
individual  check  points  or  control  points  of  the  production  plan, 
including  those  contained  in  end  items  already  completed.  This 
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information  is  reported  to  management  by  a  physical  inventory  for 
each  control  point  and  is  graphically  represented  by  bar  graph 
inserts.  Progress  counts  must  not  include  defective  or  rejected 
quantities  which  will  not  add  to  the  usable  inventory. 

On  the  progress  chart  the  same  quantity  scale  is  used  on  the 
vertical  axis  as  was  used  for  the  objective  chart.  The 
horizontal  axis  corresponds  to  the  numbered  control  points 
depicted  in  the  production  plan.  Numbering  and  coloring  of  the 
status  or  quantity  bars  are  keyed  to  correspond  with  the 
duplicate  of  the  numbered  control  points  of  the  production  plan. 
Scale  numbering  in  this  instance  proceeds  from  left  to  right 
progressively. 

If  it  is  desired  to  show  that  an  appreciable  quantity  has 
been  nearly  completed  in  addition  to  that  already  completed  at  a 
given  control  point,  the  bar  for  that  control  point  may  be 
extended  upward  to  the  appropriate  amount  but  left  uncolored.  If 
this  is  done,  an  appropriate  explanation  should  be  made  on  the 
chart.  Such  bars  are  called  ghost  bars,  or  shadow  bars. 

Development  of  the  objective  chart,  the  production  plan  and 
progress  chart  completes  the  accumulation  of  physical 
information.  There  remains  the  task  of  relating  the  intelligence 
already  gathered.  This  is  accomplished  by  striking  a  "line-of- 
balance"  which  is  the  basis  to  be  used  for  determining  the 
required  progress  to  assure  timely  delivery. 

To  plot  the  line-of-balance  quantity  for  a  control  point, 
start  at  the  study  date  (1  May)  on  the  horizontal  axis  of  the 
objective  chart  and  mark  off  to  the  right  the  number  of  working 
days,  or  weeks  as  appropriate,  of  lead  time  for  that  control 
point.  This  lead  time  information  is  obtained  from  the 
production  plan.  Erect  a  vertical  line  from  that  point  on  the 
horizontal  axis  to  intercept  the  cumulative  delivery  schedule 
line.  From  that  intercept  point  draw  a  horizontal  line  to  the 
corresponding  bar  on  the  progress  chart.  This  is  the  LOB 
quantity  for  that  bar.  Join  the  LOB  quantities  to  form  one 
staircase-type  line  across  the  face  of  the  progress  chart.  (See 
Figure  8). 

The  balance  line  quantity  depicts  the  quantities  of  end  item 
sets  for  each  control  point  which  must  be  available  as  of  the 
date  of  the  study  to  support  the  delivery  schedule.  In  other 
words,  it  specifies  the  quantities  of  end  item  sets  for  each 
control  point  which  must  be  available  in  order  for  progress  on 
the  program  to  remain  in  phase  with  the  objectives.  In  our 
example,  the  study  date  is  1  May,  on  that  date,  thirty  end  items 
are  required  to  be  delivered  (see  objective  chart);  therefore, 
the  number  of  items  at  or  through  inventory  control  point  12  must 
be  thirty  or  more  to  be  on  schedule.  Similarly,  fifty-two 
assemblies  each  at  control  points  2  and  3  and  are  required,  etc. 
Comparing  of  the  quantities  depicted  by  the  LOB  with  the  bar 
graphs  depicting  the  actual  progress  make  analysis  very  simple. 
Specifically,  when  the  bar  graph  does  not  reach  or  exceed  the  LOB 
quantity,  future  deliveries  will  be  delayed  unless  remedial 
action  is  initiated. 


E-53 


Cost/Schedule  Control  Systems  Criteria 

Performance  Measurement.  Performance  measurement  involves 
the  design  and  use  of  systematic  procedures  for  managing  and 
controlling  cost,  schedules  and  technical  progress  within  a 
contractor's  operations.  Such  a  system  of  measurement  should 
provide  information  concerning  technical,  schedule  and  cost 
problems.  This  will  alert  the  contractor  and  the  Government  to 
early  identification  of  problems  and  provide  assistance  in 
identifying  the  alternatives  available  for  tne  future. 

Both  the  contractor  and  the  Government  should  have  an 
understanding  of  how  the  information  derived  from  such  a  system 
can  be  used  intelligently  to  improve  the  value  of  output  over  the 
long  run.  To  be  effective,  as  a  minimum  the  Performance 
Measurement  System  should: 

a.  Define  the  work  required  to  meet  contract  objectives  and 
organizational  elements  responsible  for  accomplishing  the  work. 

b.  Determine  the  costs  accrued  to  date. 

c.  Determine  what  portion  of  the  initial  estimates  are 
associated  with  the  specific  job  accomplished  to  date. 

d.  Provide  comparison  of  established  plans  with  actual 
performances  and  determine  the  estimates  for  the  work  remaining 
and  the  amount  funds  available  to  be  spent. 

Performance  measurement  permits  a  rapid  appraisal  of  contract 
cost  and  the  ability  to  isolate  and  quantify  problems.  This 
visibility  gives  assurance  that  the  contractor  is  properly 
managing  the  work.  However,  this  is  dependent  on:  the 
contractor's  internal  systems  functioning  as  they  are  purported 
to  be  working  and  data  for  external  reporting  is  derived  from 
these  same  systems,  and  that  actual  costs  are  reported  in  a 
manner  that  will  permit  variance  analysis  from  planning  estimates 
traceable  to  sucessively  lower  levels  within  a  contractor's 
operations . 

Criteria  Requirements.  C/SCSC  is  not  a  system,  but  a  set  of 
criteria  which  contractors  are  required  to  meet  with  their 
internal  planning  and  control  system  based  on  an  integrated 
budgeting  and  scheduling  discipline  designed  to  support 
efficient,  effective  management  of  quality,  schedule  and  cost, 
treated  in  the  same  manner. 
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Briefly  stated,  it  requires  the  contractor  to  define  the  work 
required  to  meet  contract  objectives,  assign  the  work  to 
specifically  identified  organizational  elements,  establish 
internal  schedules  and  budgets  and  periodically  compare  actual 
quality,  cost  and  schedule  performance  against  the  plans,  budgets 
and  schedules  projected.  The  sum  of  the  internal  budgets  (plus 
or  minus  any  management  reserve)  must  always  equal  the  total 
contract  target  cost  plus  the  estimate  for  authorized  but  not  yet 
negotiated  work.  This  insures  that  all  authorized  work  is 
treated  in  the  same  manner. 

Each  month  the  contractor  totals  the  budgets  for  all  work 
scheduled  to  have  been  completed.  He  also  totals  the  budgets  for 
the  work  actually  accomplished  and  compares  the  two.  The 
difference  provides  an  indication  of  schedule  conditions  by 
relating  the  amount  of  work  completed  to  the  amount  of  work 
scheduled  to  be  accomplished  for  the  resources  utilized.  By 
summarizing  these  data  elements  up  through  the  work  breakdown 
structure,  overall  contract  performance  can  be  evaluated  with 
respect  to  cost  and  schedule.  By  summarizing  these  data  elements 
through  the  organization  structure,  performance  of  each 
functional  organizations  can  be  assessed.  Either  structure  can 
be  used  by  management  to  track  back  to  the  individual  work 
packages  or  organizational  units  that  are  not  performing 
according  to  plan. 

The  Department  of  Defense  Instruction  7000.2,  "Performance 
Measurement  for  Selected  Acquisitions",  specifies  the  use  of 
cost/schedule  control  system  criteria  (C/SCSC)  in  contracts  for 
the  development  and  production  of  weapon  and  support  systems. 

This  approach  to  cost,  schedule,  and  technical  performance  is 
intended  to  help  industry  and  Government  reach  a  mutual 
understanding  of  the  criteria  to  be  applied  to  the  management  of 
defense  contracts.  C/SCSC  is  used  on  multi-million  dollar 
contracts.  Exceptions  can  be  made  on  an  individual  basis. 

The  criteria  approach  does  not  impose  a  standard  system  on 
contractors.  Rather  it  specifies  the  capabilities  that  a 
contractor's  internal  planning  and  control  systems  must  possess 
to  be  acceptable  to  the  Department  of  Defense. 
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If  the  Pharaoh  Had  Only  Used  An  Earned 
Value  System  in  Building  the  Pyramids 

Lieutenant  Colonel  William  /.  Niemann,  USAF 


The  developer  of  the  great 
pyramid  of  Egypt  might  be 
looked  upon  as  the  father  of  pro¬ 
gram  management.  He  had  one  of 
the  first  programs  in  recorded 
history  that  required  a  great  deal 
of  integration  and  coordination 
(i.e„  program  management)  He  did 
not,  however,  have  the  relatively 
new  concept  of  "earned  value"  to 
assist  in  the  management  of  this 
ambitious  program.  An  "earned 
value"  concept  is  the  heart  of  a.l 
defense  contractor  management 
information  systems  which  comply 
with  DOD 
Instruction 
7000  2  con¬ 


cerning  the  cost  schedule  control 
systems  criteria  (C/SCSC).  But  let's 
go  back  nearly  5,000  years  to  the 
construction  of  the  pyramids  to 
see  if  "earned  value"  would  have 
been  of  any  utility  in  managing 
that  program. 

Let's  assume  we  are  all  members 
of  the  pharaoh's  air  force  and  work 
in  a  program  management  office. 
We  are  competing  for  resources 
with  the  Icarus,  Pegasus,  and 
Sphinx  programs,  so  we  must 
manage  our  technical,  schedule, 
and  cost  performance  with  the 
highest  of  skills.  Let's  further 
assume  that  our  office  has  been 
given  a  PM D  (Pharaoh's 
Management  Directive)  for 
implementation  of  the 
pharaoh's  dream.  He 


wants  to  build  a  tomb  to  keep  out 
th  barbarians,  last  forever,  etc 
We  have  been  given  20  years  and  a 
budget  of  $22  million  ($  is  the  sym¬ 
bol  for  shekel)  to  accomplish  the 
task.  The  pharaoh  also  wants  us  to 
report  the  status  of  the  program  to 
him  on  a  quarterly  basis  using  the 
PAR  (Pharoah’s  Acquisition  Report) 
format. 

Now  that  we  have  our  marching 
orders,  what's  the  first  thing  we 
shou'd  dot  As  a  military  organiza¬ 
tion.  experience  would 
tell  us  that  we  need  to 
lay  out  a  plan  Let  s 
approach  the  plan 
using  the  re- 
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qi*>e  flints  and  available 
resource*  To  convert  the 
pharaoh's  requirements  into  br  k 
and  mortar,  we  need  to  break 
down  the  *ork  into  its  component 
tasks  and  distribute  the  respon¬ 
sibilities  within  the  office.  We 
could  break  down  the  work  into 
either  product-oriented  or  func¬ 
tionally  oriented  categories.  For 
our  purposes,  let  s  break  the  work 
down  into  the  functional 
categories  shown  in  Figure  1.  We 
could,  of  course,  discuss  whether 
this  is  the  correct  functional 
breakdown,  but  for  our  purposes, 
bt's  assume  this  breakdown  of  t,.e 
work  is  adequate 

what  next?  We  must  look  a'  the 
resources  available  for  the  comple¬ 
tion  of  the  program  One  of  those 
resources  is  time.  In  conjunction 
with  the  individuals  responsible  for 
each  functional  area,  we  deter¬ 
mine  the  amount  of  time  required 
for  each  task  and  the  interrelation¬ 
ships  of  the  tasks  Figure  1  shows 
the  agreed  to  times  for  ac¬ 
complishing  the  individual  tasks 
and  the  overall  program  We  ha-  » 
not  shown  the  interrelationship  of 
the  tasks  on  our  chart. 

Lastly  for  our  plan  to  be  com¬ 
plete.  we  must  determine  the 
expected  qost  of  each  work  task. 
Since  we  are  still  in  the  planning 
stage,  the  cost  we  are  referring  to  is 
budgeted  cost  But  cost  of  what? 
The  answer  is,  of  course,  cost  of 
•the  work  we  have  just  scheduled, 
or  budgeted  cost  of  work  sched¬ 
uled  (BCWS)  Cost  in  our  definition 
will  include  both  direct  and  in¬ 
direct  costs,  but  not  profit  or  fee. 
For  the  design  task  we  have  to 
budget  for  wages  of  the  astrolo¬ 
gers.  alchemists,  and  engineers,  as 
well  as  any  material  required  in 
this  task  We  also  have  to  budget 
for  other  direct  charges  (ODC)  that 
may  occur  (i  e .  abacus  time,  or 
travel  to  headquarters  at  Cairo). 
Finally,  we  must  include  an  esti¬ 
mate  of  the  overhead  (indirect) 
charges  which  will  be  incurred. 
When  all  of  these  anticipated  costs 
are  added  up.  we  see  that. 
Budgeted  Cost  for  the  Work 
Scheduled  (BCWS)  in  the  des;gn 


Figure  1.  THE  PROGRAM  PLAN 

BUDGETED  COST 
OF  WORK 

DEFINE  WORK  SCHEDULE  SCHEDULED  ($M) 

Design  a  a  4 

•  Manufacture  a _ <\  6 


Component  Test  a  4 

Assemble  a. —  &  2 


integrated  Test  n. _ -a  4 

Years  2  4  6  8  10  12  14  16  18  20  $20 


task  is  $4  million.  The  manufactur¬ 
ing  task  is  beyond  our  in-house 
capability  and  we  plan  to  subcon¬ 
tract  this  to  the  Phoenicians,  who 
are  known  to  be  shrewd 
negotiators,  so  we  budget  this  task 
at  S6  million.  For  the  component 
test,  we  will  need  to  get  the 
astrologers,  alchemists,  and 
abacus  operators  back  together, 
and  this  is  estimated  to  cost  us  S4 
million.  For  the  assembly  task,  we 
intend  to  use  slave  labor,  so  the 
cost  is  relatively  low  at  S2  million. 
For  the  last  task  of  integrated  test, 
we  expect  the  cost  to  be  S4  million. 
Note  that  when  all  the  costs  of  all 
the  tasks  are  added,  the  total  is  $20 
million,  leaving  S2  million  in 


management  reserve  which  the 
prudent  program  manager  is  set¬ 
ting  aside  for  future  problems  (i.e  . 
those  infamous  unk-unks). 

In  summary,  we  know  the 
pharaoh  likes  to.see  a  chart  depic¬ 
ting  shekels  ($)  on  the  ordinate  and 
time  on  the  abscissa  This  will 
result  in  a  spend  plan  showing 
planned  use  of  shekels  over  time 
Taking  the  total  amount  of  shekels 
expected  to  be  expended  over 
time,  and  then  adding  them 
cumulatively,  results  in  a  line  in 
Figure  2  called  the  performance 
measurement  baseline  (PMB)  This 
baseline  is  the  result  of  adding 
together  the  BCWS  for  all  tasks  to 
be  accomplished  over  certain  time 


Figure  2.  THE  TIME-PHASED  SPEND  PLAN 
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periods  in  the  program  Manage¬ 
ment  reserve  (MR)  is  the  difference 
between  the  total  allocated  budget 
and  the  budget  at  completion 
(BAC)  01  the  performance  measure¬ 
ment  baseline  (PMB)  Clearly, 
management  reserve  lies  outside 
of  the  PMB 


Figure  3.  CURRENT  STATUS 
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We  now  have  laid  out  our  basic 
program  plan,  and  after  devel¬ 
oping  several  of  the  areas  in  a  little 
more  depth,  we  are  ready  to  take 
our  plan  to  the  pharaoh  for  his  ap¬ 
proval  Let's  assume  the  pharaoh  is 
satisfied  with  our  plan  and  gives  us 
the  program  go-ahead,  while 
reminding  us  that  he  wants  us  to 
report  program  progress  on  a 
quarterly  basis 

Iwelve  years  have  now  passed 
since  program  initiation  Like  most 
programs  we  have  had  some  suc¬ 
cess  and  some  failures  It  is  now 
time  to  prepare  another  of  our 
quarterly  PAR  reports  to  the 
pharaoh  What  can  we  include  in 
our  reports*  Let's  look  at  our  cur¬ 
rent  status  (Figure  3)  and  determine 
what  we  can  tell  the  boss 

n  our  discussion  with  the 
magager  of  the  design  task,  we- 
found  that  he  started  his  task  on 
time  and  completed  it  on  time  by 
year  4  We  know  he  had  planned  to 
spend  $4  million  to  do  the  task.  We 
r  an  also  now  collect  some  actual 
cost  data  Using  the  bill  of 
material,  labor  hours,  and 
overhead  rates,  we  can  calculate 
the  total  amount  of  money  actu¬ 
ally  spent  to  accomplish  the  design 
task  We  find  that  $4  million  is  the 
actual  cost  of  work  performed 
(ACWP)  So  far,  so  good.  We  spent 
exactly  what  we  had  projected  to 
accomplish  the  design  task. 

i  Our  discussion  with  the  manager 
of.  the  manufacturing  task  reveals 
tha'  we  ire  having  a  problem  with 
ovr  subcontractor,  the  Phoeni- 
<  9i’s  1  hey  are  getting  behind  on 
ihetr  deliveries,  and  v.-e  only  have 
the  1,000  granite  cubes 
needed  for  the  program.  We  had 
planned  to  spend  (BCWS)  $6 
million  for  this  task  and  we  have 
alreadv  spent  (ACWP)  $6  million. 
The  task  is  only  two-thirds  com¬ 
plete 


“So  far  we  have 
been  out-prioritized 
by  the  Sphinx 
program  for  the 
use  of  the  wind 
tunnel  and  have 
not  been  able  to  do 
the  second  test." 


The  component  test  area  con 
sists  of  two  tests:  a  wind  tunnel  test 
and  an  environmental  chamber 
test  Both  tests  are  of  equal  cost 
W  •  have  completed  the  en 
vironmental  test,  but  have  been 
out-prioritized  by  the  Sphinx  pro 
gram  f  jr  the  use  of  the  wind  tunnel 
and  unable  to  do  the  second  test 
We  planned  to  spend  $4  million  for 
the  component  test  task  and  have 
spent  $3  million  so  far  The  test  ef 
fort  is  only  one-half  complete 

Let's  again  turn  our  attention  to 
the  spend  plan  (Figure  4).  but  let's 
include  an  indication  of  current 
status.  We  are  at  "time  now"  in 
y  lr  12  and  we  had  planned  to 
spend  (BCWS)  a  total  of  $14  million 
by  this  time.  We  may  also  plot  the 
actual  cost  of  the  work  that  was 
performed  (ACWP),  which  totals 
$13  million.  We  could  have  deter¬ 
mined  ACWP  in  previous  reporting 
periods  and  plotied  these  points 
These  points  also  define  a  line 
which  is  an  analog  representation 
of  the  AC'  /P  over  time. 


What  could  we  tell  the  pharaoh 
from  this  information?  By  ex¬ 
amining  the  current  status  chart  we 
can  determine  that: 

--we  have  spent  less  than  we 
planned  to  spend  at  this  point  in 
time  (planned  to  spend  $14  million, 
actually  spent  $13  million), 

—we  still  have  $2  million  in 
management  reserve; 
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Figure  4.  CURRENT  STATUS 
IMPOSED  ON  THE  SPEND  PLAN 


Years  Time  Point 

Now 


—  we  have  spent  65  percent  of  the 
money  (ACWP  $13  million) 

(BAC  $20  million);  and 

—  we  have  done  less  work  than  we 
planned  We  can  tell  this  from 
looking  at  the  schedule 

The  last  time  we  briefed  the 
pharaoh  he  asked  some  difficult 
)  questions  For  example 


“  . .  a  tomb  that 
will  keep  out  the 
barbarians ,  last 
forever ...  20 
years  and  a  budget 
of  $22 M . . . 


cost  variance  of  +S1  million 
What  we  need  is  a  measure  of  per¬ 
formance  that  takes  into  account 
what  really  has  been  accom¬ 
plished  We  could  measure  this 
accomplishment  or  work  per¬ 
formed  in  terms  of  budgeted  cost. 
This  measurement  of  work  per¬ 
formed  is  designated  as  "earned 
value"  in  C/SCSC  terminology  The 
budgeted  cost  of  work  (BCWP)  is  a 
measurement  of  work  accom¬ 
plished  in  terms  of  the  cost 
budgeted  for  that  work  and  is  the 
heart  of  a  good  cost  performance 
reporting  system  If  we  now  sub¬ 
tract  the  actual  cost  of  the  work 
performed  from  the  budgeted  cost 
of  work  performed,  we  get  a 
measurement,  in  $,  of  the  dif¬ 
ference  between  planned  cost  and 
actual  cost,  for  the  same  amount  of 
work  performed.  Likewise,  if  we 
substract  the  BCWS  from  the 
BCWP,  we  see  in  $  the  difference 
between  the  work  scheduled  and 
the  work  performed.  Note  that  this 
$  difference  represents  ac¬ 
complishment  of  more  or  less  work 
than  originally  planned  No  con- 
siderat.on  is  given  to  the  interrela¬ 
tionship  of  the  tasks,  so  the  ability 
to  meet  a  particular  milestone  can¬ 
not  be  determined  from  this 
calculation.  Said  another  way. 
there  is  no  critical  path  considera¬ 
tion  in  the  determination  of 
schedule  variance.  Therefore, 
schedule  variance  is  only  a 
measure  of  how  much  more  or  less 
work  has  been  accomplished  than 
originally  planned,  not  a  complete 
measure  of  progress  toward  a  com¬ 
pletion  date. 

If  "earned  value"  or  BCWP  is  the 
key  to  good  performance 
measurement,  how  is  it  calculated? 
Basically,  BCWP  is  a  measurement 
of  the  work  performed  compared 
to  the  original  plan  For  example, 
in  the  design  task  the  budgeted 
cost  for  the  task  was  $4  million.  All 
work  has  been  performed,  so  a 
value  of  $4  million  worth  of  work 
has  been  "earned."  BCWP  for  this 
task  is  $4  million.  Note  that  the 
calculation  of  BCWP  is  completely 
independent  of  the  actual  cost  of 
the  work.  In  the  manufacturing 


|  —For  the-work  that  has  been  per- 
i  formed,  are  we  overrunmg  cost  or 
|  underrunning?  How  much? 

—  What  percent  of  the  work  has 
been  accomplished? 

—  Do  we  have  enough  mor’y? 
What  is  our  estimate  at  comple¬ 
tion? 


Getting  the  answer  to  the  above 
questions  is  very  difficult  given  the 
current  arrangement  of  the  data. 
What  do  we  get  when  we  compare 
planned  cost  with  actual  cost?  V.'e 
find  only  that  we  have  spent  $1 


formation  is  useful,  but  only 
from  a  funding  viewpoint 
It  would  be  incorrect  to 
state  that  from  a  per¬ 
formance  viewpoint 
we  have  a 
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Figure  5.  CURRENT  STATUS 
IMPOSED  ON  THE  SPEND  PLAN 


task  we  Have  performed  two-thirds 
of  the  total  budgeted  work  of  $6 
million  Therefore.  BCWP  for  this 
task  is  $4  million  Likewise,  we 
have  performed  half  of  the  compo¬ 
nent  test  task  that  was  budgeted  at 
$4  million  Therefore.  BCWP  for 
this  task  is  $2  million  If  we  ado  'he 
BCWP  for  the  tasks,  we  can  see 
that  the  BCWP  for  the  progiam  at 
time  no wls  $10  million.  This  means 
we  can  take  "credit”  for.  or  we 
have  actually  completed,  $10 
million  of  the  originally  budgeted 
work 

The  BCWP  term  is  then  plotted 
on  the  spend  plan  as  shown  in 
|  Figure  5  We  are  now  in  a  better 
|  position  to  answer  some  of  the 
pharaoh's  questions  As  far  as 
determining  current  over/underrun 
is  concerned,  we  simply  subtract 
the  ACWP  ($13  million)  from  the 
BCWP  ($10  million)  and  find  we 
have  an  unfavorable  variance  of 
$  1  million  or  an  overrun  to  date  of 
$3  million  We  have  scheduled  to 
|  tv  ’cvin  $14  million  worth  of  work 
i  (hL'VS),  but  have  performed 
l  (BCWP)  only  $10  million  worth.  We 
j  have  therefore  performed  $4 
!  million  less  work  than  planned, 
1  and  are  $4  million  behind 
'  schedule  Remember  this  work 
i  may  or  may  not  be  on  the  critical 
j  ','ath.  so  we  must  look  at  the 
•  chedule  to  determine  progress 


toward  the  completion  date. 

The  percent  complete  may  be 
calculated  by  dividing  the  work 
performed  by  the  budget  at  com¬ 
pletion  (BAC)  Therefore,  10/20  or 
50  percent  of  the  work  has  been  ac¬ 
complished  Remember,  from  an 
earlier  calculation  that  65  percent 
of  the  money  has  been  spent 
(ACWP). 

We  are  now  ready  to  answer  the 
pharaoh's  last  question.  There  are 
many  different  methods  used  to 
reach  an  estimate  at  completion 
(EAC).  We  could  take  the  actual 
cost  incurred  to  date  (ACWP)  and 
do  a  complete  bottoms-up 
estimate  for  the  remaining  work. 
This  is  a  time-consuming  and  cost¬ 
ly  process.  We  could  use  a 
"management  estimate"  of  the  re¬ 
maining  work  This  tends  to  be  very 
subjective  and  open  to  manage¬ 
ment  optimism.  We  could  make 
the  assumption  that  in  our  work  to 
date,  we  have  established  a  certain 
cost  efficiency,  which  will  con¬ 
tinue  to  program  completion.  We 
can  develop  such  a  "cost- 
efficiency  index”  by  dividing  the 
budgeted  cost  of  work  performed 
by  the  actual  cost  of  work  per¬ 
formed  (BCWP/ACWP).  In  our  ex¬ 
ample,  this  is  10/13  ar  .77.  The  cost 
efficiency  index  for  the  first  half  of 
the  work  accomplished  is  .77.  If  we 


assume  that  this  efficiency  will 
continue  to  completion,  we  divide 
the  BAC  by  the  efficiency  index 
(20/77),  and  determine  the  EAC  to 
be  1  .6  millic  Said  another  wav. 
we  have  accomplished  50  percent 
of  the  work  at  a  cost  of  $1 3  million, 
the'efore,  when  the  program  is  100 
percent  complete,  the  cost  is  pro¬ 
jected  to  be  $26  million. 

Thi:,  estimate  at  completion  is 
$4  million  greater  than  cut 
rently  authorized  What  do  we  do? 
First,  we  must  recognize  the  limita 
tions  of  our  estimate,  but  it  in¬ 
dicates  that  it's  time  to  reevaluate 
the  direction  of  the  program 
Perhaps  we  should  consider 
descoping  our  effort,  perhaps 
building  the  pyramid  out  of  800 
blocks  rather  than  1.000.  or  cancel¬ 
ing  >ne  of  the  tests  If  this  descop 
ing  is  not  feasible,  another  alter¬ 
native  would  be  to  look  around  (or 
additional  funds  Whatever  we  do. 
we  must  remember  that  the 
pharaoh  doesn't  like  surprises  and 
we  must  inform  him  as  early  as 
possible  when  we  think  we  may 
have  a  funding  problem  Earned 
value  (BCWP)  helps  in  finding 
those  nroblems  much  earlier  in  the 
program  life  when  a  wide  variety 
of  alternatives  are  viable 

The  purpose  of  this  example  is  to 
point  out  the  utility  of  the  "earned 
value"  method  and  to  introduce 
some  terms  used  in  cost  perform¬ 
ance  measurement  Many  of  the 
concept*,  such  as  determination  of 
BCWP,  were  only  touched  upon 
and  will  be  further  developed  in 
future  a-ticles.  The  next  article  in 
this  series  will  discuss  preparing 
the  environmental  impact  state¬ 
ment  jr  the  Pegasus  project 


LtCol  Niemann  is  an  Instructor  of 
Systems  Acquisition  Management 
in  DSMC's  School  of  Systems  .‘c- 
quisition  Education. 
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ESTIMATED  AT  COMPLETION 


earned  value  example 
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C/SCSC  ANALYSIS  TECHNIQUES/FQRHULAE 


1.  COST/SCHEDULE  VARIANCE~C*n  apply  to  either  current  or  cumulative 
data. 

a.  CY  -  BCWP  -  ACWP 

b.  SV  -  BCWP  -  BCWS 

2.  COST/SCHEDULE  VARIANCE  PERCENTAGES 

-  ry  «  ■  CV 

*•  cv  1  5cHp 


b.  sv  % 


SV 

b£ws 


3.  PERFORMANCE  INDICES  (PI)— There  are  two  general  concepts:  efficiency 
and  performance.  Either  can  apply  to  current  or  cumulative  data; 
however.  It  tends  to  be  more  meaningful  with  cumulative  data. 

a.  Under  the  efficiency  concept,  the  purpose  of  the  PI  Is  to  Indi¬ 
cate  the  efficiency  with  which  work  has  been  accomplished. 


(1)  Cost  Performance  Index  CPI(E) 


BCWP 

ACWP 


(2)  Schedule  Performance  Index  SPI(E)  « 


b.  Under  the  performance  concept,  the  purpose  of  the  cost  performance 
Index  is  to  Indicate  the  actual  cost  of  each  planned  dollar  of  work 
accomplished.  The  formula  for  this  CPI  Is  merely  the  Inverse  of  the 
one  shown  above,  or: 


CPI(P) 


ACWP 

B5WP 


4.  SCHEDULE  CONVERSION  TECHNIQUES— There  are  several  techniques;  however, 
they  all  have  shortcomings  because  of  some  of  the  following  reasons: 

a.  No  "critical  path"  Is  reflected  on  the  CPR  data. 

b.  There  can  be  a  masking  effect  using  sumiary  level  reporting. 


E-70 


c.  Host  techniques  are  based  on  the  assumption  of  an  average  expenditure 
rate,  which  may  not  be  valid. 

Regardless  of  these  shortcomings,  techniques  do  exist  and  are  used. 

Shown  below  are  a  few  examples? 

cv 

d.  MONTHS  (AHEAD  OR  BEHIND)  • 


e.  MONTHS  (AHEAD  OR  BEHINO)  - 


f.  MONTHS  (AHEAD  OR  BEHINO)  - 


5.  PERCENT  COMPLETE/SPENT 

a.  PERCENT  COMPLETE  ■  BCWPCum 

BAC" 

b.  PERCENT  SPENT— There  are  two  ways  of  looking  at  this,  depending  upon 
whether  you  are  comparing  the  percent  spent  to  (1)  the  contract 
amount  or  (2)  the  contractor's  latest  revised  estimated  cost  at  com¬ 
pletion.  These  two  methods  are  reflected  below: 

(1 )  X  SPENT  -  ACWPcum 

BAC  (Column  12) 


(2)  X  SPENT  ■  ACWPcum 

LRt  (Column  13) 

6.  »'T0  COMPLETE"  PERFORMANCE  INDEX  (TCPI)— Basically ,  this  Is  a  comparison 
of  the  work  remaining  to  the  amount  of  money  remaining.  The  results  of 
this  formula  Indicate  the  cost  efficiency  at  which  the  contractor  must 
perform  to  meet  his  estimated  cost  at  completion  (EAC)  reported  In  Col¬ 
umn  13  of  the  CPR.  For  example,  If  the  TCPI  was  1.15,  this  means  that 
to  complete  the  contract  within  the  EAC,  he  must  perform  at  an  efficiency 
of  115  percent.  If  his  performance  to  date  Is  significantly  below  that, 
this  should  raise  a  serious  question.  The  formula  Iwelf  Is  as  follows: 

TCPI  ■  Work  Remaining  .  BAC  -  BCWPcwn 
Money  Remaining  LRE  -  ACWPcum 

i 

♦Unless  otherwise  stated  all  occurrences  of  BAC  should  be  Interpreted  as 
BAC  less  management  reserve  (MR). 


cum  _ 

BCWPcum^toootfi*  of  Contract  to  date 

(6AC*/SPIcub  -  BAC) 

- 

svcum 


ML-SID-1567A 

DEFINITION 

TRADITIONAL: 

COMPARISON  OF  ACTUAL  TIME  TO  COMPLETE  A 
TASK  TO  TIME  IT  "SHOULD  TAKE"  (LABOR  TIME 
STANDARD)  TO  COMPLETE  THE  SAME  TASK 

PREFERRED: 

A  STRUCTURED  APPROACH  TO  PRODUCTIVITY 
IMPROVEMENT 
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FOREWORD 


The  purpose  of  this  standard  Is  to  assist  In  achieving 
Increased  discipline  In  contractors'  wort  measurement  programs 
with  the  objective  of  Improved  productivity  and  efficiency  In 
contractor  Industrial  operations.  Experience  has  shown  that 
excess  manpower  and  lost  time  can  be  identified,  reduced,  and 
continued  method  Improvements  made  regularly  where  work  measure¬ 
ment  programs  have  been  Implemented  and  conscientiously  pursued. 

Active  support  of  the  program  by  all  affected  levels  of 
management,  based  on  an  appreciation  of  work  measurement  and  Its 
objectives.  Is  vitally  Important.  Work  Measurement  and  the 
reporting  of  labor  performance  Is  not  considered  an  end  In  Itself 
but  a  means  to  more  effective  management.  Understanding  the 
implication  Inherent  In  the  objectives  of  the  work  measurement 
program  will  promote  realization  of  Its  full  value.  It  Is  Impor¬ 
tant  that  objectives  be  presented  and  clearly  demonstrated  to  all 
personnel  who  will  be  closely  associated  with  the  program. 

The  following  are  benefits  which  can  accrue  as  a  result  of 
the  employment  of  a  work  measurement  program. 

(a)  Achieving  greater  output  from  a  given  amount  of 
resources  . 

(b)  Obtaining  lower  unit  cost  at  all  'levels  of  produc¬ 
tion  because  production  Is  more  efficient. 

(c)  Reducing  the  amount  of  waste  time  In  performing 
oper at  1 ons . 

(d)  Reducing  extra  operations  and  the  extra  equipment 
needed  to  perform  these  operations. 

(e)  Encouraging  continued  attention  to  methods  and  pro¬ 
cess  analysis  because  of  the  necessity  for  achieving  improved 
performance . 

(f)  Improving  the  buugetlnq  process  and  providing  a 
basis  for  price  estimating.  Including  the  development  of 
Government  Cost  Estimates  and  should  cost  analyses. 

(g)  Acting  as  a  basis  for  planning  for  long-term  man¬ 
power,  equipment,  and  capital  requirements. 

(h)  Improving  production  control  activities  and  dellv 
ery  time  estimation. 


Ill 
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(1)  Focusing  continual  attention  on  cost  reduction  and 
cost  control. 

(j)  Helping  in  the  solution  of  layout  and  materials 
handling  problems  by  providing  accurate  figures  for  planning  and 
utilization  of  such  equipment. 

(k)  Providing  an  objective  and  measured  base  from 
which  management  and  labor  can  project  piecework  requirements, 
earnings  and  performance  incentives. 

While  recognizing  the  benefits  that  may  normally  be  expected 
from  the  requirement  for  a  work  measurement  system,  it  Is  DOD 
policy  to  selectively  apply  and  tailor  standardization  documents 
to  ensure  their  cost-effective  use  In  the  acquisition  process. 
Each  program  office  should  carefully  ccisider,  within  DOD  and 
Service  guidelines,  benefits  and  costs  of  Imposing  MIL-STD-1567 
on  each  specific  acquisition.  Contractors  may  propose  document 
application  and  tailoring  modifications  with  supporting  rationale 
for  such  modifications. 

The  DOD  is  committed  to  development  and  coordination  with 
Industry  of  detailed  application  guidance  to  accompany 
MIL-STD-1567.  The  purpose  of  this  guidance  Is  to  provide  non¬ 
contractual  Information  on  when  and  how  to  use  the  document,  the 
source  of  and  flexibility  Inherent  within  specific  document 
requirements.  Information  on  what  is  required  to  satisfy  document 
requirements,  and  the  extent  of  Government  review  and  approval. 
The  guidance  Is  Intended  to  promote  consistency  in  application 
and  interpretation  of  MIL-STD-1567  requirements.  Until  this 
gqidance  can  be  Issued  in  the  form  of  an  "J\pp JJ c a t  i o n  Guidance" 
appendix  to  MIL-STD-1567,  or  In  a  separate  Military  Handbook,  the 
following  applies: 

(a)  Use  and  correct  application  of  appropriate  predeter¬ 
mined  time  systems  can  be  assumed  to  satisfy  Government  require¬ 
ments  for  system  accuracy. 

(b)  The  contractor  and  the  Government  are  encouraqed  to 
come  to  an  early  agreement  (possibly  in  the  form  ot  a  Memorandum 
of  Understanding)  of  what  constitutes  an  acceptable  system 
satisfying  the  Intent  of  this  standard. 

(c)  Care  should  be  exercised  in  the  use  of  a  work 
measurement  system  to  ensure  that  the  overall  intent  is  not  lost. 
Management  understanding  and  attention  to  the  manufacturing  pro¬ 
cess  is  necessary  for  Increased  productivity.  Work  measurement 
provides  one  of  the  tools;  however,  misuse  could  result  in 
reduced  workforce  motivation  and  productivity. 


1  v 
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Feedback  on  the  success  or  difficulties  encountered  (benefits 
and  costs)  In  the  application  of  this  standard  on  specific 
contracts  Is  encouraged.  Contractor /Industry  and  Government 
experience  should  be  forwarded  to  the  address  Indicated  on 
page  ii. 
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PART  48 

VALUE  ENGINEERING 


48.000  Scope  of  part. 

This  part  prescribes  policies  and  procedures  for  using 
and  administering  value  engineering  techniques  in  con¬ 
tracts. 

48.001  Definitions. 

“Acquisition  savings,"  as  used  in  this  part,  means 
saving  resulting  from  the  application  of  a  value  engi¬ 
neering  change  proposal  (VECP)  to  contracts  awarded 
by  the  same  contracting  office  or  its  successor  (and  by 
other  contracting  offices  if  included  in  an  extended 
sharing  base  under  48.102(e))  for  essentially  the  same 
unit.  Acquisition  savings  include  — 

(a)  Instant  contract  savings,  which  are  the  net  cos; 
reductions  on  the  contract  under  which  the  VECP  is 
submitted  and  accepted,  and  which  are  equal  to  the 
instant  unit  cost  reduction  multiplied  by  the  number  of 
instant  contract  units  affected  by  the  VECP,  less  the 
contractor’s  allowable  development  and  implementa¬ 
tion  costs; 

(b)  Concurrent  contract  savings,  which  are  measur¬ 
able  net  reductions  in  the  prices  of  other  contracts  that 

.*  are  definitized  and  ongoing  at  the  time  the  VECP  is 
?  accepted;  and 

(c)  Future  contract  savings,  which  are  the  product  of 
the  future  unit  cost  reduction  multiplied  by  the  number 
of  future  contract  units  scheduled  for  delivery  during 
the  sharing  period  (but  see  48.102(f)).  If  the  instant 
contract  is  a  multiyear  contract,  future  contract  savings 
include  savings  on  all  quantities  funded  after  VECP 
acceptance 

"Collateral  costs,"  as  used  in  this  part,  means  agency 
costs  of  operation,  maintenance  logistic  support,  or 
Government-furnished  property. 

"Collateral  savings,"  as  used  in  this  part,  means  those 
measurable  net  reductions  resulting  from  a  VECP  in 
the  agency's  overall  projected  collateral  costs,  exclu¬ 
sive  of  acquisition  savings,  whether  or  not  the  acquisi¬ 
tion  cost  changes. 

"Contracting  office,”  as  used  in  this  part,  includes 
any  contracting  office  that  the  acquisition  is  transferred 
to,  such  as  another  branch  of  the  agency  or  another 
agency’s  office  that  is  performing  a  joint  acquisition 
action. 

"Contractor’s  development  and  implementation 
costs,”  as  used  in  this  part,  means  those  costs  the  con¬ 
tractor  incurs  on  a  VECP  specifically  in  developing, 

\ 


testing,  preparing,  and  submitting  the  VECP,  as  well  as 
those  costs  the  contractor  incurs  to  make  the  contrac¬ 
tual  changes  required  by  Government  acceptance  of  a 
VECP. 

"Future  unit  cost  reduction,"  as  used  in  this  part, 
means  the  instant  unit  cost  reduction  adjusted  as  the 
contracting  officer  considers  necessary  for  projected 
learning  or  changes  in  quantity  during  the  sharing 
period.  It  is  calculated  at  the  time  the  VECP  is  accept¬ 
ed  and  applies  either  (a)  throughout  the  sharing  period, 
unless  the  contracting  officer  decides  that  recalculation 
is  necessary  because  conditions  are  significantly  differ¬ 
ent  from  those  previously  anticipated  or  (b)  to  the 
calculation  of  a  lump-sum  payment,  which  cannot  later 
be  revised. 

“Government  costs,”  as  used  in  this  part,  means 
those  agency  costs  that  result  directly  from  developing 
and  implementing  the  VECP,  such  as  any  net  increases 
in  the  cost  of  testing,  operations,  maintenance,  and  lo¬ 
gistics  support.  The  term  does  not  include  the  normal 
administrative  costs  of  processing  the  VECP  or  any 
increase  in  instant  contract  cost  or  price  resulting  from 
negative  instant  contract  savings. 

“Instant  contract,"  as  used  in  this  part,  means  the 
contract  under  which  the  VECP  is  submitted.  It  does 
not  include  increases  in  quantities  after  acceptance  of 
the  VECP  that  are  due  to  contract  modifications,  exer¬ 
cise  of  options,  or  additional  orders.  If  the  contract  is  a 
multiyear  contract,  the  term  does  not  include  quantities 
funded  after  VECP  acceptance.  In  a  fixed-price  con¬ 
tract  with  prospective  price  redetermination,  the  term 
refers  to  the  period  for  which  firm  prices  have  been 
established. 

"Instant  unit  cost  reduction"  means  the  amount  of 
the  decrease  in  unit  cost  of  performance  (without  de¬ 
ducting  any  contractor’s  development  or  implementa¬ 
tion  costs)  resulting  from  using  the  VECP  on  the  in¬ 
stant  contract.  In  service  contracts,  the  instant  unit  cost 
reduction  is  normally  equal  to  the  number  of  hours  per 
line-item  task  saved  by  using  the  VECP  on  the  instant 
contract,  multiplied  by  the  appropriate  contract  labor 
rate. 

"Negative  instant  contract  savings”  means  the  in¬ 
crease  in  the  instant  contract  cost  or  price  when  the 
acceptance  of  a  VECP  results  in  an  excess  of  the  con¬ 
tractor’s  allowable  development  and  implementation 
costs  over  the  product  of  the  instant  unit  cost  reduction 
multiplied  by  the  number  of  instant  contract  units  af¬ 
fected. 
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“Net  acquisition  savings”  means  total  acquisition  sav¬ 
ings,  including  instant,  concurrent,  and  future  contract 
savings,  less  Government  costs. 

“Sharing  base,”  as  used  in  this  part,  means  the 
number  of  affected  end  items  on  contracts  of  the  con¬ 
tracting  office  accepting  the  VECF  or,  if  the  sharing 
base  has  been  extended  under  48.102(c),  the  number  of 
affected  end  items  on  contracts  of  the  contracting  of¬ 
fices  within  the  extended  base. 

“Sharing  period,"  as  used  in  this  part,  means  the 
period  beginning  with  acceptance  of  the  first  unit  in¬ 
corporating  the  VECF  and  ending  at  the  later  of  (a)  3 
years  after  the  first  unit  affected  by  the  VECP  is  ac¬ 
cepted  or  (b)  the  last  scheduled  delivery  date  of  an 
item  affected  by  the  VECF  under  the  instant  contract 
delivery  schedule  in  effect  at  the  time  the  VECP  is 
accepted  (but  see  48. 1 02(0) 

"Unit,"  as  used  in  this  part,  means  the  item  or  task  to 
which  the  contracting  officer  and  the  contractor  agree 
the  VECF  applies. 

“Value  engineering  change  proposal  (VECP)"  means 
a  proposal  that  — 

(a)  Requires  a  change  to  the  instant  contract  to  im¬ 
plement;  and 

(b)  Results  in  reducing  the  overall  projected  cost  to 
the  agency  without  impairing  essential  functions  or 
characteristics;  provided,  that  it  does  not  involve  a 
change— 

(1)  In  deliverable  end  item  quantities  only; 

(2)  In  research  and  development  (R&D)  items  or 
R&D  lest  quantities  that  are  due  solely  to  results  of 
previous  testing  under  the  instant  contract;  or 

(3)  To  the  contract  type  only. 

SUBPART  48.1— POLICIES  AND  PROCEDURES 
48.101  General. 

(a)  Value  engineering  is  the  formal  technique  by 
which  contractors  may  (1)  voluntarily  suggest  methods 
for  performing  more  economically  and  share  in  any 
resulting  savings  or  (2)  be  required  to  establish  a  pro¬ 
gram  to  identify  and  submit  to  the  Government  meth¬ 
ods  for  performing  more  economically.  Value  engineer¬ 
ing  attempts  to  eliminate,  without  impairing  essential 
functions  or  characteristics,  anything  that  increases  ac¬ 
quisition,  operation,  or  support  costs. 

(b)  There  are  two  value  engineering  approaches; 

(1)  The  first  is  an  incentive  approach  in  which 
contractor  participation  is  voluntary  and  the  contrac¬ 
tor  uses  its  own  resources  to  develop  and  submit  any 
value  engineering  change  proposals  (VECP’s).  The 
contract  provides  for  sharing  of  savings  and  for  pay¬ 
ment  of  the  contractor’s  allowable  development  and 
implementation  costs  only  if  a  VECP  is  accepted. 
This  voluntary  approach  should  not  in  itself  increase 
costs  to  the  Government. 

(2)  The  second  approach  is  a  mandatory  program 
in  which  the  Government  requires  and  pays  for  a 


specific  value  engineering  program  effort.  The  con¬ 
tractor  must  perform  value  engineering  of  the  scope 
and  level  of  effort  required  by  the  Government’s 
program  plan  and  included  as  a  separately  priced 
item  of  work  in  the  contract  Schedule.  Except  in 
architect-engineer  contracts,  the  contractor  shares  in 
savings  on  accepted  VECP’s,  but  at  a  lower  percent¬ 
age  rate  than  under  Lhe  voluntary  approach.  The 
objective  of  this  value  engineering  program  require¬ 
ment  is  to  ensure  that  the  contractor’s  value  engi¬ 
neering  effort  is  applied  to  areas  of  the  contract  that 
offer  opportunities  for  considerable  savings  consist¬ 
ent  with  the  functional  requirements  of  the  end  item 
of  the  contract. 

48.102  Policies. 

(a)  Agencies  shall  provide  contractors  a  substantial 
financial  incentive  to  develop  and  submit  VECP’s. 
However,  the  agency  head  may  elect  to  exempt  the 
agency  completely  (or  exempt  a  category  of  contracts) 
from  the  requirements  of  this  Part  48. 

(b)  Agencies  shall  provide  contractors  (1)  objective 
and  expeditious  processing  of  VECP’s  submitted  and 
(2)  a  fair  share  of  the  savings  on  accepted  VECP’s. 

(c)  By  requiring  incorporation  of  value  engineering 
clauses  in  appropriate  subcontracts,  agencies  shall  en¬ 
courage  subcontractors  to  submit  VECP’s. 

(d)  Value  engineering  incentive  payments  do  not 

constitute  profit  or  fee  within  the  limitations  imposed 
by  10  U.S.C.  2306(d)  and  41  U.S.C.  254(b)  (see 
15.903(d)).  | 

(c)  The  agency  head  or  a  designee  shall,  to  the 
maximum  extent  feasible,  extend  the  sharing  base  to 
include  affected  end  items  on  contracts  of  the  entire 
agency  or  any  part  of  it  by  determining  in  writing  that 
to  do  so  would  be  more  equitable  or  would  significant¬ 
ly  increase  contractor  participation.  The  agency  head 
or  a  designe  lay  delegate  to  the  head  of  a  contracting 
activity  authority  to  extend  the  sharing  base  to  include 
the  entire  contracting  activity  or  any  part  of  it. 

(f)  In  the  case  of  contracts  for  items  requiring  an 
extended  period  for  production  (e  g.,  ship  construction, 
major  system  acquisition),  agencies  may  prescribe  shar¬ 
ing  of  future  contract  savings  on  all  future  contract 
units  to  be  delivered  under  contracts  awarded  for  es¬ 
sentially  the  same  item  during  the  sharing  period,  even 
if  the  scheduled  delivery  date  is  outside  the  sharing 
period.  For  engineering-development  and  low-rate-ini¬ 
tial-production  contracts,  the  future  sharing  Shall  be  on 
scheduled  deliveries  equal  in  number  to  the  quantity 
required  over  the  highest  36  consecutive  months  of 
planned  production,  based  on  planning  or  production 
documentation  at  the  time  the  VECP  is  accepted. 

(g)  Agencies  shall  establish  procedures  for  funding 
ar  J  payment  of  the  contractor’s  share  of  collateral  sav¬ 
ings  and  future  contract  savings. 
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48.103  Processing  value  engineering  change  proposals. 

(a)  Instructions  to  the  contractor  for  preparing  a 
VECP  and  submitting  it  to  the  Government  are  includ¬ 
ed  in  paragraphs  (c)  and  (d)  of  the  value  engineering 
clauses  prescribed  in  Subpart  48.2.  Upon  receiving  a 
VECP,  the  contracting  officer  or  other  designated  offi¬ 
cial  shall  promptly  process  and  objectively  evaluate  the 
VECP  in  accordance  with  agency  procedures. 

(b)  The  contracting  officer  is  responsible  for  accept¬ 
ing  or  rejecting  the  VECP  within  45  days  from  its 
receipt  by  the  Government.  If  the  Government  will 
need  more  time  to  evaluate  the  VECP,  the  contracting 
officer  shall  notify  the  contractor  promptly  in  writing, 
giving  the  reasons  and  the  anticipated  decision  date.  If 
the  VECP  is  rejected,  the  contracting  officer  shall 
notify  the  contractor  promptly  in  writing,  giving  the 
reasons.  A  VECP  is  accepted  by  a  contract  modifica¬ 
tion.  The  contracting  officer  shall  cite  the  contract’s 
value  engineering  clause  when  modifying  the  contract 
to  incorporate  a  VECP  or  when  making  any  value¬ 
engineering-related  change. 

(c)  The  following  Government  decisions  are  not  sub¬ 
ject  to  the  Disputes  clause  or  otherwise  subject  to 
litigation  under  the  Contract  Disputes  Act  of  1978  (41 
U.S.C.  601-613): 

(1)  The  decision  to  accept  or  reject  a  VECP. 

(2)  The  determination  of  collateral  costs  or  collat¬ 
eral  savings. 

(3)  The  decision  as  to  which  of  the  sharing  rates 
applies  when  Alternate  II  of  the  clause  at  52.248-1, 
Value  Engineering,  is  used. 

48.104  Sharing  arrangements. 

48.104-1  .Sharing  acquisition  savings. 

(a)  Supply  or  service  contracts.  (I)  The  sharing  base 
for  acquisition  savings  is  normally  the  number  of  affect¬ 
ed  end  items  on  contracts  of  the  contracting  office 
accepting  the  VECP.  When  the  agency  head  or  desig¬ 
nee  has  extended  the  sharing  base  under  48.102(e),  the 
contracting  officer  shall  specify  the  scope  of  the  ex¬ 
tended  sharing  base  in  the  contract  Schedule.  The  shar¬ 
ing  rates  (Government/contractor)  for  net  acquisition 
savings  for  supplies  and  services  are  based  on  the  type 
of  contract,  the  value  engineering  clause  or  alternate 
used,  and  the  type  of  savings,  as  follows: 


GOVERNMENT/CONTRACTOR  SHARES  OF 
NET  ACQUISITION  SAVINGS 

(figures  in  percent) 


Sharing  Arrangement 


Contract  Type 

Incentive 

(voluntary) 

Program 

requirement 

(mandatory) 

n 

Instant 

con¬ 

tract 

rate 

Con¬ 

current 

and 

future 

rate 

Instant 

con¬ 

tract 

rate 

Con¬ 

current 

and 

future 

con¬ 

tract 

rate 

Fixed-price  (other  than  incen- 

! 

live) 

50/50 

50/50 

75/25 

75/25 

Incentive  (fixed-price  or  cost) 

• 

50/50 

• 

75/25 

Cost-  reimbursement  (other  than 

incentive)** 

75/25 

75/25 

85/15 

85/15 

•Same  sharing  arrangement  as  the  contract's  profit  or  fee  adjustment 
formula. 

“Includes  cost-plus-award-fee  contracts. 

(2)  Acquisition  savings  may  be  realized  on  the 
instant  contract,  concurrent  contracts,  and  future 
contracts.  The  contractor  is  entitled  to  a  percentage 
share  (see  subparagraph  (1)  above)  of  any  net  acqui¬ 
sition  savings.  Net  acquisition  savings  result  when 
the  total  of  acquisition  savings  becomes  greater  than 
the  total  of  Government  costs  and  any  negative  in¬ 
stant  contract  savings.  This  may  occur  on  the  instant 
contract  or  it  may  not  occur  until  reductions  have 
been  negotiated  on  concurrent  contracts  or  until 
future  contract  savings  are  calculated,  either  through 
lump-sum  payment  or  as  each  future  contract  is 
awarded.  The  contractor’s  profit  or  fee  shall  be  ex¬ 
cluded  when  calculating  instant  and  future  contract 
savings. 

(i)  When  the  instant  contract  is  not  an  incentive 
contract,  the  contractor’s  share  of  new  acquisition 
savings  is  calculated  and  paid  each  time  such  sav¬ 
ings  are  realized.  This  may  occur  once,  several 
times,  or,  in  rare  cases,  not  at  all. 

(ii)  When  the  instant  contract  is  an  incentive 
contract,  the  contractor  shares  in  instant  contract 
savings  through  the  contract's  incentive  structure. 
In  calculating  acquisition  savings  under  incentive 
contracts,  the  contracting  officer  shall  add  any 
negative  instant  contract  savings  to  the  target  cost 
or  to  the  target  price  and  ceiling  price  and  then 
offset  these  negative  instant  contraqt  savings  and 
any  Government  costs  against  concurrent  and 
future  contract  savings. 

(3)  The  contractor  shares  in  the  savings  on  all 
affected  units  scheduled  for  delivery  during  the  shar¬ 
ing  period  (but  see  48. 102(0)-  The  contractor  is  re¬ 
sponsible  for  maintaining,  for  3  years  after  final  pay¬ 
ment  on  the  contract  under  which  the  VECP  was 
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accepted,  records  adequate  to  identify  the  first  deliv¬ 
ered  unit  incorporating  the  applicable  VECP. 

(4)  Contractor  shares  of  savings  are  paid  through 
the  contract  under  which  the  VECP  was  accepted. 
On  incentive  contracts,  the  contractor’s  share  of  con¬ 
current  and  future  contract  savings  and  of  collateral 
savings  shall  be  paid  as  a  separate  firm-fixed-price 
contract  line  item  on  the  instant  contract. 

(5)  Within  3  months  after  concurrent  contracts 
have  been  modified  to  reflect  price  reductions  attrib¬ 
utable  to  use  of  the  VECP,  the  contracting  officer 
shall  modify  the  instant  contract  to  provide  the  con¬ 
tractor's  share  of  savings. 

(6)  The  contractor’s  share  of  future  contract  sav¬ 
ings  may  be  paid  as  subsequent  contracts  are  award¬ 
ed  or  in  a  lump-sum  payment  at  the  time  the  VECP 
is  accepted.  The  lump-sum  method  may  be  used  only 
if  the  contracting  officer  has  established  that  this  is 
the  best  way  to  proceed  and  the  contractor  agrees. 
The  contracting  officer  ordinarily  shall  make  calcula¬ 
tions  as  future  contracts  are  awarded  and,  within  3 
months  after  their  award,  modify  the  instant  contract 
to  provide  the  contractor’s  share  of  savings.  For 
future  contract  savings  calculated  under  the  optional 
lump-sum  method,  the  sharing  base  is  an  estimate  of 
the  number  of  items  that  the  contracting  office  (but 
see  48.102(e)  and  subparagraph  (I)  above)  will  pur¬ 
chase  for  delivery  during  the  sharing  period.  In  de¬ 
ciding  whether  or  not  to  use  the  more  convenient 

ump-sum  method  for  an  individual  VECP,  the  con¬ 
tacting  officer  shall  consider — 

(i)  The  accuracy  with  which  the  number  of 
items  to  be  delivered  during  the  sharing  period  can 
be  estimated  and  the  probability  of  actual  produc¬ 
tion  of  the  projected  quantity; 

(ii)  The  availability  of  funds  for  a  lump-sum 
payment;  and 

(iii)  The  administrative  expense  of  amending  the 
instant  contract  as  future  contracts  are  awarded. 

(b)  Construction  contracts.  Sharing  on  construction 
contracts  applies  only  to  savings  on  the  instant  contract 
and  to  collateral  savings.  The  contractor's  share  of 
savings  is  determined  by  subtracting  Government  costs 
from  instant  contract  savings  and  multiplying  the  result 
by  (1)  55  percent  for  fixed-price  contracts  or  (2)  25 
percent  for  cost-reimbursement  contracts.  Value  engi¬ 
neering  sharing  does  not  apply  to  incentive  construc¬ 
tion  contracts. 


48.104-2  Sharing  collateral  savings. 

(a)  The  Government  shares  collateral  savings  with 
the  contractor,  unless  the  head  of  the  contracting  activ¬ 
ity  has  determined  that  the  cost  of  calculating  and 
tracking  collateral  savings  will  exceed  the  benefits  to 
be  derived  (see  48.201(e)). 

b)  The  contractor's  share  of  collateral  savings  is  20 
cent  of  the  estimated  savings  to  be  realized  during 
an  average  year  of  use  but  shall  not  exceed  (1)  the 
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contract’s  firm-fixed-price,  target  price,  target  cost,  or 
estimated  cost,  at  the  time  the  VECP  is  accepted,  or 

(2)  $100,000,  whichever  is  greater.  In  determining  col¬ 
lateral  savings,  the  contracting  officer  shall  consider 
any  degradation  of  performance,  service  life,  or  capa¬ 
bility.  (See  48. 104- 1(a)(4)  for  payment  of  collateral  sav¬ 
ings  through  the  instant  contract.) 

48.104-3  Sharing  alternative — no-cost  settlement 
method. 

To  minimize  the  administrative  costs  for  both  parties 
when  there  is  a  known  continuing  requirement  for  the 
unit,  consideration  should  be  given  to  the  settlement  of 
a  VECP  submitted  against  the  VE  Incentive  clause  of 
the  contract  at  no  cost  to  either  party.  Under  this 
method  of  settlement,  the  contractor  would  keep  all  of 
the  savings  on  the  instant  contract,  and  all  savings  on 
its  concurrent  contracts  only.  The  Government  would 
keep  all  savings  resulting  from  concurrent  contracts 
placed  on  other  sources,  savings  from  all  future  con¬ 
tracts  and  all  collateral  savings.  Use  of  this  method 
must  be  by  mutual  agreement  of  both  parties  for  indi¬ 
vidual  VECPs. 

48.105  Relationship  to  other  incentives. 

Contractors  should  be  offered  the  fullest  possible 
range  of  motivation,  yet  the  benefits  of  an  accepted 
VECP  should  not  be  rewarded  both  a>  value  engineer¬ 
ing  shares  and  under  performance,  design-to-cost,  or 
similar  incentives  of  the  contract.  To  that  end,  when 
performance,  design-to-cost,  or  similar  targets  are  set 
and  incentivized,  the  targets  of  such  incentives  affected 
by  the  VECP  are  not  adjusted  because  of  the  accept¬ 
ance  of  the  VECP.  Only  those  benefits  of  an  accepted 
VECP  not  rewardable  under  other  incentives  are  re¬ 
warded  under  a  value  engineering  clause. 

SUUPART  48.2— CONTRACT  CLAUSES 

48.201  Clauses  for  supply  or  service  contracts. 

(a)  General.  The  contracting  officer  shall  insert  a 
value  engineering  clause  in  solicitations  and  contracts 
when  the  contract  amount  is  expected  to  be  $100,000 
or  more,  except  as  specified  in  subparagraphs  (1) 
through  (5)  and  in  paragraph  (0  below.  A  value  engi¬ 
neering  clause  may  be  included  in  contracts  of  lesser 
value  if  the  contracting  officer  sees  a  potential  for 
significant  savings.  Unless  the  chief  of  the  contracting 
office  authorizes  its  inclusion,  the  contracting  officer 
shall  not  include  a  value  engineering  clause  in  solicita¬ 
tions  and  contracts — 

(1)  For  research  and  development  other  thin  full- 
scale  development; 

(2)  For  engineering  services  from  not-for-profit  or 
nonprofit  organizations; 

(3)  For  personal  services  (see  Subpart  37.1); 

(4)  Providing  for  product  or  component  improve¬ 
ment,  unless  the  value  engineering  incentive  applica- 
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(ion  is  restricted  to  areas  not  covered  by  provisions 
for  product  or  component  improvement; 

(5)  For  commercial  products  (see  Part  11)  that  do 
not  involve  packaging  specifications  or  other  special 
requirements  or  specifications;  or 

(6)  When  the  agency  head  has  elected  to  exempt 
the  agency  (or  a  category  of  contracts)  from  the 
requirements  of  this  Part  48. 

(b)  Value  engineering  incentive.  To  provide  a  value 
engineering  incentive,  the  contracting  officer  shall 
insert  the  clause  at  52.248-1,  Value  Engineering,  in 
solicitations  and  contracts  except  as  provided  in  para¬ 
graph  (a)  above  (but  see  subparagraph  (e)(1)  below). 

(c)  Value  engineering  program  requirement.  (1)  If  a 
mandatory  value  engineering  effort  is  appropriate  (i.e., 
if  the  contracting  officer  considers  that  substantial  sav¬ 
ings  to  the  Government  may  result  from  a  sustained 
value  engineering  effort  of  a  specified  level),  the  con¬ 
tracting  officer  shall  use  the  clause  with  its  Alternate  I 
(but  see  subparagraph  (e)(2)  below). 

(2)  The  value  engineering  program  requirement 
may  be  specified  by  the  Government  in  the  solicita¬ 
tion  or,  in  the  case  of  negotiated  contracting,  pro¬ 
posed  by  the  contractor  as  part  of  its  offer  and  in¬ 
cluded  as  a  subject  for  negotiation.  The  program 
requirement  shall  be  shown  as  a  separately  priced 
line  item  in  the  contract  Schedule. 

(d)  Value  engineering  incentive  and  program  require¬ 
ment.  (1)  If  both  a  value  engineering  incentive  and  a 
mandatory  program  requirement  are  appropriate,  the 
contracting  officer  shall  use  the  clause  with  its  Alter¬ 
nate  II  (but  see  subparagraph  (e)(3)  below). 

(2)  The  contract  shall  restrict  the  value  engineer¬ 
ing  program  requirement  to  well-defined  areas  of 
performance  designated  by  line  item  in  the  contract 
Schedule.  Alternate  II  applies  a  value  engineering 
program  to  the  specified  areas  and  a  value  engineer¬ 
ing  incentive  to  the  remaining  areas  of  the  contract. 

(e)  Collateral  savings  computation  not  cost-effective.  If 
the  head  of  the  contracting  activity  determines  for  a 
contract  or  class  of  contracts  that  the  cost  of  comput¬ 
ing  and  tracking  collateral  savings  will  exceed  the 
benefits  to  be  derived,  the  contracting  officer  shall  use 
the  clause  with  its — 


(1)  Alternate  III  if  a  value  engineering  incentive  is 
involved; 

(2)  Alternate  III  and  Alternate  I  if  a  value  engi¬ 
neering  program  requirement  is  involved;  or 

(3)  Alternate  III  and  Alternate  II  if  both  an  incen¬ 
tive  and  a  program  requirement  are  involved. 

(f)  Architect-engineer  contracts.  (1)  The  clause  at 

52.248- 1,  Value  Engineering,  with  or  without  its  Alter¬ 
nate  III,  both  of  which  provide  incentive  sharing,  may 
be  used  in  solicitations  and  contracts  for  architect-engi¬ 
neer  services  only  when  specifically  authorized  by 
agency  acquisition  regulations.  Alternates  I  and  II, 
which  require  a  mandatory  value  engineering  effort 
and  provide  sharing  on  accepted  VECP’s,  shall  not  be 
used  in  architect-engineer  contracts. 

(2)  The  contracting  officer  shall  insert  the  clause  at 

52.248-2,  Value  Engineering  Program — Architect- 
Engineer,  in  architect-engineer  contracts  when  a 
mandatory  value  engineering  program  requirement  is 
appropriate  (see  paragraph  (c)  above). 

(3)  When  the  clause  at  52.248-2,  Value  Engineer¬ 
ing  Program — Architect-Engineer,  is  used,  the  con¬ 
tract  schedule  shall  show  the  program  requirement 
as  a  separately  priced  line  item  (this  clause  makes  no 
provision  for  sharing  of  savings  on  accepted  VECP’s 
resulting  from  the  program  effort). 

(g)  In  no  event  shall  the  clause  at  52.248-1,  Value 
Engineering,  and  52.248-2,  Value  Engineering  Pro¬ 
gram— Architect-Engineer,  be  used  in  the  same  con¬ 
tract. 

48.202  Clause  for  construction  contracts. 

The  contracting  officer  shall  insert  the  clause  at 

52.248- 3,  Value  Engineering — Construction,  in  con¬ 
struction  solicitations  and  contracts  when  the  contract 
amount  is  estimated  to  be  $100,000  or  more,  unless  an 
incentive  contract  is  contemplated.  The  contracting  of¬ 
ficer  may  include  the  clause  in  contracts  of  lesser  value 
if  the  contracting  officer  sees  a  potential  for  significant 
savings.  The  contracting  officer  shall  not  include  the 
clause  in  incentive-type  construction  contracts.  If  the 
head  of  the  contracting  activity  determines  that  the 
cost  of  computing  and  tracking  collateral  savings  for  a 
contract  will  exceed  the  benefits  to  be  derived,  the 
contracting  officer  shall  use  the  clause  with  its  Alter¬ 
nate  I. 
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52.248-1  Value  Engineering. 

As  prescribed  in  48.201,  insert  the  following  clause  in 
supply  or  service  contracts  to  provide  a  value  engi¬ 
neering  incentive  under  the  conditions  specified  in 
48.201.  In  solicitations  and  contracts  for  items  requiring 
an  extended  period  for  production  (e  g.,  ship  construc¬ 
tion,  major  system  acquisition),  if  agency  procedures 
prescribe  sharing  of  future  contract  savings  on  all  units 
to  be  delivered  under  contracts  awarded  during  the 
sharing  period,  the  contracting  officer  shall  modify  sub¬ 
division  (i)(3)(i)  and  the  first  sentence  under  subpara¬ 
graph  (3)  of  the  definition  of  acquisition  savings  by 
substituting  “under  contracts  awarded  during  the  shar¬ 
ing  period”  for  “during  the  sharing  period.”  For  engi¬ 
neering-development  and  low-rate-initial-production  so¬ 
licitations  and  contracts,  the  contracting  officer  shall 
modify  subdivision  (i)(3)(i)  and  the  first  sentence  under 
subparagraph  (3)  of  the  definition  of  acquisition  savings 
by  substituting  for  “the  number  of  future  contract  units 
scheduled  for  delivery  during  the  sharing  period,”  “a 
number  equal  to  the  quantity  required  over  the  highest 
36  consecutive  months  of  planned  production,  based  on 
planning  or  production  documentation  at  the  time  the 
VECF  is  accepted.” 

VALUE  ENGINEERING  (APR  1984) 

(a)  General.  The  Contractor  is  encouraged  to  devel¬ 
op,  prepare,  and  submit  value  engineering  change  pro¬ 
posals  (VECP’s)  voluntarily.  The  Contractor  shall 
share  in  any  net  acquisition  savings  realized  from  ac¬ 
cepted  VECP's,  in  accordance  with  the  incentive  shar¬ 
ing  rates  in  paragraph  (0  below. 

(b)  Definitions.  “Acquisition  savings,”  as  used  in  this 
clause,  means  savings  resulting  from  the  application  of 
a  VECP  to  contracts  awarded  by  the  same  contracting 
office  or  its  successor  (and  by  other  contracting  offices 
if  included  in  an  extended  sharing  base  specified  in  the 
Schedule)  for  essentially  the  same  unit.  Acquisition  sav¬ 
ings  include — 

(I)  Instant  contract  savings,  which  are  the  net  cost 
reductions  on  this,  the  instant  contract,  and  which 
are  equal  to  the  instant  unit  cost  reduction  multiplied 
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by  the  number  of  instant  contract  units  affected  by 
the  VECF.  less  the  Contractor’s  allowable  develop¬ 
ment  and  implementation  costs; 

(2)  Concurrent  contract  savings,  which  are  mea¬ 
surable  net  reductions  in  the  prices  of  other  contracts 
that  are  dcfinitized  and  ongoing  at  the  time  the 
VECP  is  accepted;  and 

(3)  Future  contract  savings,  which  are  the  product 
of  the  future  unit  cost  reduction  multiplied  by  the 
number  of  future  contract  units  scheduled  for  deliv¬ 
ery  during  the  sharing  period.  If  this  contract  is  a 
multiyear  contract,  future  contract  savings  include 
savings  on  all  quantities  funded  after  VECP  accept¬ 
ance. 

"Collateral  costs,”  as  used  in  this  clause,  means 
agency  cost  of  operation,  maintenance,  logistic  support, 
or  Government-furnished  property. 

"Collateral  savings,"  as  used  in  this  clause,  means 
those  measurable  net  reductions  resulting  from  a  VECP 
in  the  agency’s  overall  projected  collateral  costs,  exclu¬ 
sive  of  acquisition  savings,  whether  or  not  the  acquisi¬ 
tion  cost  changes 

“Contracting  office"  includes  any  contracting  office 
that  the  acquisition  is  transferred  to,  such  as  another 
branch'  of  the  agency  or  another  agency's  office  that  is 
performing  a  joint  acquisition  action. 

"Contractor's  development  and  implementation 
costs,"  as  used  in  this  clause,  means  those  costs  the 
Zontractor  incurs  on  a  VECP  specifically  in  develop¬ 
ing.  testing,  preparing,  and  submitting  the  VECP,  as 
well  as  those  costs  the  Contractor  incurs  to  make  the 
contractual  changes  required  by  Government  accept¬ 
ance  of  a  VECP. 

"Future  unit  cost  reduction,”  as  used  in  this  clause, 
means  the  instant  unit  cost  reduction  adjusted  as  the 
Contracting  Officer  considers  necessary  for  projected 
learning  or  changes  in  quantity  during  the  sharing 
period.  It  is  calculated  at  the  time  the  VECP  is  accept¬ 
ed  and  applies  either  (1)  throughout  the  sharing  period, 
unless  the  Contracting  Officer  decides  that  recalcula¬ 
tion  is  necessary  because  conditions  are  significantly 
different  from  those  previously  anticipated  or  (2)  to  the 
calculation  of  a  lump-sum  payment,  which  cannot  later 
be  revised. 

"Government  costs,"  as  used  in  this  clause,  means 
those  agency  costs  that  result  directly  from  developing 
and  implementing  the  VECP,  such  as  any  net  increases 
in  the  cost  of  testing,  operations,  maintenance,  and  lo¬ 
gistics  support.  The  term  does  not  include  the  normal 
administrative  costs  of  processing  the  VECP  or  any 
increase  in  this  contract’s  cost  or  price  resulting  from 
negative  instant  contract  savings. 

"Instant  contract."  as  used  in  this  clause,  means  this 
contract,  under  which  the  VECP  is  submitted.  It  does 
not  include  increases  in  quantities  after  acceptance  of 
the  VECP  that  arc  due  to  contract  modifications,  exer¬ 
cise  of  options,  or  additional  orders.  If  this  is  a  mul¬ 
tiyear  contract,  the  term  does  not  include  quantities 


funded  after  VECP  acceptance.  If  this  contract  is  a 
fixed-price  contract  with  prospective  price  redetermi¬ 
nation,  the  term  refers  to  the  period  for  which  firm 
prices  have  been  established. 

“Instant  unit  cost  reduction”  means  the  amount  of 
the  decrease  in  unit  cost  of  performance  (without  de¬ 
ducting  any  Contractor’s  development  or  implementa¬ 
tion  costs)  resulting  from  using  the  VECP  on  this,  the 
instant  contract.  If  this  is  a  service  contract,  the  instant 
unit  cost  reduction  is  normally  equal  to  the  number  of 
hours  per  line-item  task  saved  by  using  the  VECP  on 
this  contract,  multiplied  by  the  appropriate  contract 
labor  rate. 

“Negative  instant  contract  savings"  means  the  in¬ 
crease  in  the  cost  or  price  of  this  contract  when  the 
acceptance  of  a  VECP  results  in  an  excess  of  the  Con¬ 
tractor’s  allowable  development  and  implementation 
costs  over  the  product  of  the  instant  unit  cost  reduction 
multiplied  by  the  number  of  instant  contract  units  af¬ 
fected. 

“Net  acquisition  savings"  means  total  acquisition  sav¬ 
ings,  including  instant,  concurrent,  and  future  contract 
savings,  less  Government  costs. 

“Sharing  base,”  as  used  in  this  clause,  means  the 
number  of  affected  end  items  on  contracts  of  the  con¬ 
tracting  office  accepting  the  VECP  or,  if  the  sharing 
base  has  been  extended  under  paragraph  48.102(e)  of 
the  Federal  Acquisition  Regulation  (48  CFR  Chapter 
1),  the  number  of  affected  end  items  on  contracts  of 
contracting  offices  included  in  the  extended  base  speci¬ 
fied  in  the  Schedule. 

“Sharing  period,”  as  used  in  this  clause,  means  the 
period  beginning  with  acceptance  of  the  first  unit  in¬ 
corporating  the  VECP  and  ending  at  the  later  of  (1)  3 
years  after  the  first  unit  affected  by  the  VECP  is  ac¬ 
cepted  or  (2)  the  last  scheduled  delivery  date  of  an 
item  affected  by  the  VECP  under  this  contract’s  deliv¬ 
ery  schedule  in  effect  at  the  time  the  VECP  is  accept¬ 
ed. 

"Unit,”  as  used  in  this  clause,  means  the  item  or  task 
to  which  the  Contracting  Officer  and  the  Contractor 
agree  the  VECP  applies. 

“Value  engineering  change  proposal  (VECP)"  means 
a  proposal  that — 

(1)  Requires  a  change  to  this,  the  instant  contract, 
to  implement;  and 

(2)  Results  in  reducing  the  overall  projected  cost 
to  the  agency  without  impairing  essential  functions 
or  characteristics;  provided,  that  it  does  not  involve  a 
change — 

(i)  In  deliverable  end  item  quantities  only; 

(ii)  In  research  and  development  (R&D)  end 
items  or  R&D  test  quantities  that  is  due  solely  to 
results  of  previous  testing  under  this  contract;  or 

(iii)  To  the  contract  type  only. 

(c)  VECP  preparation.  As  a  minimum,  the  Contractor 
shall  include  in  each  VECP  the  information  described 
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in  subparagraphs  (1)  through  (8)  below.  If  the  proposed 
change  is  affected  by  contractually  required  configura¬ 
tion  management  or  similar  procedures,  the  instructions 
in  those  procedures  relating  to  format,  identification, 
and  ptiority  assignment  shall  govern  VECP  prepara¬ 
tion.  The  VECP  shall  include  the  following: 

(1)  A  description  of  the  difference  between  the 
existing  contract  requirement  and  the  proposed  re¬ 
quirement.  the  comparative  advantages  and  disadvan¬ 
tages  of  each,  a  justification  when  an  item’s  function 
or  characteristics  are  being  altered,  the  effect  of  the 
change  on  the  end  item’s  performance,  and  any  perti¬ 
nent  objective  test  data. 

(2)  A  list  and  analysis  of  the  contract  requirements 
that  must  be  changed  if  the  VECP  is  accepted,  in¬ 
cluding  any  suggested  specification  revisions. 

(3)  Identification  of  the  unit  to  which  the  VECP 
applies. 

(4)  A  separate,  detailed  cost  estimate  for  (i)  the 
affected  portions  of  the  existing  contract  requirement 
and  (ii)  the  VECP.  The  cost  reduction  associated 
with  the  VECP  shall  take  into  account  the  Contrac¬ 
tor's  allowable  development  and  implementation 
costs,  including  any  amount  attributable  to  subcon¬ 
tracts  under  the  Subcontracts  paragraph  of  this 
clause,  below. 

(5)  A  description  and  estimate  of  costs  the  Gov¬ 
ernment  may  incur  in  implementing  the  VECP,  such 
as  test  and  evaluation  and  operating  and  support 

costs 

(6)  A  prediction  of  any  effects  the  proposed 
change  would  have  on  collateral  costs  to  the  agency. 

(7)  A  statement  of  the  time  by  which  a  contract 
modification  accepting  the  VECP  must  be  issued  in 
order  to  achieve  the  maximum  cost  reduction,  noting 
any  effect  on  the  contract  completion  time  or  deliv¬ 
ery  schedule. 

(8)  Identification  of  any  previous  submissions  of 
the  VECP.  including  the  dates  submitted,  the  agen¬ 
cies  and  contract  numbers  involved,  and  previous 
Government  actions,  if  known. 

(d)  Submission.  The  Contractor  shall  submit  VECP's 
to  the  Contracting  Officer,  unless  this  contract  states 
otherwise.  It  this  contract  is  administered  by  other  than 
the  contracting  office,  the  Contractor  shall  submit  a 
copy  of  the  VECP  simultaneously  to  the  Contracting 
Officer  and  to  the  Administrative  Contracting  Officer 
(c)  Government  action.  (I)  The  Contracting  Officer 
shall  notify  the  Contractor  of  the  status  of  the  VECP 
within  45  calendar  days  after  the  contracting  office 
receives  it  If  additional  time  is  required,  the  Contract¬ 
ing  Officer  shall  notify  the  Contractor  within  the  45- 
lay  period  and  provide  the  reason  for  the  delay  and 
the  expected  date  of  the  decision.  The  Government 
will  process  VECP’s  expeditiously;  however,  it  shall 
not  be  liable  for  any  delay  in  acting  upon  a  VECP. 

(2)  If  the  VECP  is  not  accepted,  the  Contracting 
Officer  shall  notify  the  Contractor  in  writing,  ex¬ 


plaining  the  reasons  for  rejection.  The  Contractor 
may  withdraw  any  VECP,  in  whole  or  in  part,  at 
any  time  before  it  is  accepted  by  the  Government. 
The  Contracting  Officer  may  require  that  the  Con¬ 
tractor  provide  written  notification  before  undertak¬ 
ing  significant  expenditures  for  VECP  effort. 

(3)  Any  VECP  may  be  accepted,  in  whole  or  in 
part,  by  the  Contracting  Officer’s  award  of  a  modifi¬ 
cation  to  this  contract  citing  this  clause  and  made 
either  before  or  within  a  reasonable  time  after  con¬ 
tract  performance  is  completed.  Until  such  a  contract 
modification  applies  a  VECP  to  this  contract,  the 
Contractor  shall  perform  in  accordance  with  the  ex¬ 
isting  contract.  The  Contracting  Officer’s  decision  to 
accept  or  reject  all  or  part  of  any  VECP  and  the 
decision  as  to  which  of  the  sharing  rates  applies  shall 
be  final  and  not  subject  to  the  Disputes  clause  or 
,  otherwise  subject  to  litigation  under  the  Contract 
Disputes  Act  of  1978  (41  U.S.C.  601-613). 

(f)  Sharing  rates.  If  a  VECP  is  accepted,  the  Contrac¬ 
tor  shall  share  in  net  acquisition  savings  according  to 
the  percentages  shown  in  the  table  below.  The  percent¬ 
age  paid  the  Contractor  depends  upon  (1)  this  con¬ 
tract’s  type  (fixed-price,  incentive,  or  cost-reimburse¬ 
ment),  (2)  the  sharing  arrangement  specified  in  para¬ 
graph  (a)  above  (incentive,  program  requirement,  or  a 
combination  as  delineated  in  the  Schedule),  and  (3)  the 
source  of  the  savings  (the  instant  contract,  or  concur¬ 
rent  and  future  contracts),  as  follows: 


CONTRACTOR’S  SHARE  OF  NET  ACQUISITION 
SAVINGS 

(figures  in  percent) 


Sharing  Arrangement 

Incei 

(vollll 

ntive 

ntary) 

Program 

requirement 

(mandatory) 

Contract  Type 

Instant 

con¬ 

tract 

rate 

Con¬ 

current 

and 

future 

con¬ 

tract 

rate 

Instant 
con¬ 
tract  j 
rate 

Con¬ 

current 

and 

future 

con¬ 

tract 

rate 

Fixed-price  (other  than  incen- 

tive) 

so 

50 

25 

25 

Incentive  (fixed-price  or  cost) 

• 

50 

• 

25 

Cost-reimbursement  (other  than 

incentive)** 

25 

25 

15 

15 

•Same  sharing  arrangement  as  the  contract's  profit  or  fee  adjustment 
formula. 

••Includes  cost-plus-award-fee  contracts 

(g)  Calculating  net  acquisition  savings.  (1)  Acquisition 
savings  are  realized  when  (i)  the  cost  or  price  is  re¬ 
duced  on  the  instant  contract,  (ii)  reductions  are  negoti¬ 
ated  in  concurrent  contracts,  (iii)  future  contracts  are 
awarded,  or  (iv)  agreement  is  reached  on  a  lump-sum 
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payment  for  future  contract  savings  (see  subparagraph 
(iX4)  below).  Net  acquisition  savings  are  first  realized, 
nd  the  Contractor  shall  be  paid  a  share,  when  Gov¬ 
ernment  costs  and  any  negative  instant  contract  savings 
have  been  fully  offset  against  acquisition  savings. 

(2)  Except  in  incentive  contracts,  Government 
costs  and  any  price  or  cost  increases  resulting  from 
negative  instant  contract  savings  shall  be  offset 
against  acquisition  savings  each  time  such  savings  are 
realized  until  they  are  fully  offset.  Then,  the  Con¬ 
tractor's  share  is  calculated  by  multiplying  net  acqui¬ 
sition  savings  by  the  appropriate  Contractor’s  per¬ 
centage  sharing  rate  (see  paragraph  (0  above).  Addi¬ 
tional  Contractor  shares  of  net  acquisition  savings 
shall  be  paid  to  the  Contractor  at  the  time  realized. 

(3)  If  this  is  an  incentive  contract,  recovery  of 
Government  costs  on  the  instant  contract  shall  be 
deferred  and  offset  against  concurrent  and  future 
contract  savings.  The  Contractor  shall  share  through 
the  contract  incentive  structure  in  savings  on  the 
instant  contract  items  affected.  Any  negative  instant 
contract  savings  shall  be  added  to  the  target  cost  or 
to  the  target  price  and  ceiling  price,  and  the  amount 
shall  be  offset  against  concurrent  and  future  contract 
savings. 

(4)  If  the  Government  does  not  receive  and  accept 
all  items  on  which  it  paid  the  Contractor's  share,  the 
Contractor  shall  reimburse  the  Government  for  the 
proportionate  share  of  these  payments. 

(h)  Contract  adjustment  The  modification  accepting 
the  VF.CP  (or  a  subsequent  modification  issued  as  soon 
as  possible  after  any  negotiations  are  completed) 
shall— 

(1)  Reduce  the  contract  price  or  estimated  cost  by 
the  amount  of  instant  contract  savings,  unless  this  is 
an  incentive  contract; 

(2)  When  the  amount  of  instant  contract  savings  is 
negative,  increase  the  contract  price,  target  price  and 
ceiling  price,  target  cost,  or  estimated  cost  by  that 
amount; 

(3)  Specify  the  Contractor's  dollar  share  per  unit 
on  future  contracts,  or  provide  the  lump-sum  pay¬ 
ment; 

(4)  Specify  the  amount  of  any  Government  costs 
or  negative  instant  contract  savings  to  be  offset  in 
determining  net  acquisition  savings  realized  from 
concurrent  or  future  contract  savings;  and 

(5)  Provide  the  Contractor’s  share  of  any  net  ac¬ 
quisition  savings  under  the  instant  contract  in  ac¬ 
cordance  with  the  following: 

(i)  Fixed-price  contracts — add  to  contract  price. 

(ii)  Cost-reimbursement  contracts — add  to  con¬ 
tract  fee. 

(i)  Concurrent  and  future  contract  savings.  (1)  Pay¬ 
ments  of  the  Contractor’s  share  of  concurrent  and 
dure  contract  savings  shall  be  made  by  a  modification 

Nwfo  the  instant  contract  in  accordance  with  subpara¬ 
graph  (hX5)  above.  For  incentive  contracts,  shares 


shall  be  added  as  a  separate  firm-fixed-price  line  item 
on  the  instant  contract.  The  Contractor  shall  maintain 
records  adequate  to  identify  the  first  delivered  unit  for 
3  years  after  final  payment  under  this  contract. 

(2)  The  Contracting  Officer  shall  calculate  the 
Contractor’s  share  of  concurrent  contract  savings  by 

(i)  subtracting  from  the  reduction  in  price  negotiated 
on  the  concurrent  contract  any  Government  costs  or 
negative  instant  contract  savings  not  yet  offset  and 
(ii)  multiplying  the  result  by  the  Contractor's  sharing 
rate. 

(3)  The  Contracting  Officer  shall  calculate  the 
Contractor’s  share  of  future  contract  savings  by  (i) 
multiplying  the  future  unit  cost  reduction  by  the 
number  of  future  contract  units  scheduled  for  deliv¬ 
ery  during  the  sharing  period,  (ii)  subtracting  any 
Government  costs  or  negative  instant  contract  sav¬ 
ings  not  yet  offset,  and  (iii)  multiplying  the  result  by 
the  Contractor’s  sharing  rate. 

(4)  When  the  Government  wishes  and  the  Con¬ 
tractor  agrees,  the  Contractor’s  share  of  future  con¬ 
tract  savings  may  be  paid  in  a  single  lump  sum  rather 
than  in  a  series  of  payments  over  time  as  future 
contracts  are  awarded.  Under  this  alternate  proce¬ 
dure,  the  future  contract  savings  may  be  calculated 
when  the  VECP  is  accepted,  on  the  basis  of  the 
Contracting  Officer’s  forecast  of  the  number  of  units 
that  will  be  delivered  during  the  sharing  period.  The 
Contractor’s  share  shall  be  included  in  a  modification 
to  this  contract  (see  subparagraph  (h)(3)  above)  and 
shall  not  be  subject  to  subsequent  adjustment. 

(5)  Alternate  no-cost  settlement  method.  When,  in 
accordance  with  subsection  48.104-3  of  the  Federal 
Acquisition  Regulation,  the  Government  and  the 
Contractor  mutually  agree  to  use  the  no-cost  settle¬ 
ment  method,  the  following  applies: 

(i)  The  Contractor  will  keep  all  the  savings  on 
the  instant  contract  and  on  its  concurrent  contracts 
only. 

(ii)  The  Government  will  keep  all  the  savings 
resulting  from  concurrent  contracts  placed  on 
other  sources,  savings  from  all  future  contracts, 
and  all  collateral  savings. 

(j)  Collateral  savings.  If  a  VECP  is  accepted,  the 
instant  contract  amount  shall  be  increased,  as  specified 
in  subparagraph  (h)(5)  above,  by  20  percent  of  any 
projected  collateral  savings  determined  to  be  realized 
in  a  typical  year  of  use  after  subtracting  any  Govern¬ 
ment  costs  not  previously  offset.  However,  the  Con¬ 
tractor’s  share  of  collateral  savings  shall  not  exceed  (1) 
the  contract's  firm-fixed-price,  target  price,  target  cost, 
or  estimated  cost,  at  the  time  the  VECP  is  accepted,  or 
(2)  $100,000,  whichever  is  greater.  The  Contracting 
Officer  shall  be  the  sole  determiner  of  the  amount  of 
collateral  savings,  and  that  amount  shall  not  be  subject 
to  the  Disputes  clause  or  otherwise  subject  to  litigation 
under  41  U.S.C.  601-613. 
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(k)  Relationship  to  other  incentives.  Only  those  benefits 
of  an  accepted  VECP  not  rewardable  under  perform¬ 
ance.  dcsign-to-cost  (production  unit  cost,  operating 
and  support  costs,  reliability  and  maintainability),  or 
similar  incentives  shall  be  rewarded  under  this  clause. 
However,  the  targets  of  such  incentives  affected  by  the 
VIC  I’  shall  not  Ire  adjusted  because  of  VECP  accept¬ 
ance.  If  this  contract  specifies  targets  but  provides  no 
incentive  to  surpass  them,  the  value  engineering  shar¬ 
ing  shall  apply  only  to  the  amount  of  achievement 
better  than  target. 

(l)  Subcontracts.  The  Contractor  shall  include  an  ap¬ 
propriate  value  engineering  clause  in  any  subcontract 
of  SI 00, (XX)  or  more  and  may  include  one  in  subcon¬ 
tracts  of  lesser  value.  In  calculating  any  adjustment  in 
this  contract's  price  for  instant  contract  savings  (or 
negative  instant  contract  savings),  the  Contractor’s  al¬ 
lowable  development  and  implementation  costs  shall 
include  any  subcontractor's  allowable  development  and 
implementation  costs,  and  any  value  engineering  incen¬ 
tive  payments  to  a  subcontractor,  clearly  resulting  from 
a  VECl’  accepted  by  the  Government  under  this  con¬ 
tract.  The  Contractor  may  choose  any  arrangement  for 
subcontractor  value  engineering  incentive  payments; 
provided,  that  the  payments  shall  not  reduce  the  Gov¬ 
ernment's  share  of  concurrent  or  futirc  contract  sav¬ 
ings  or  collateral  savings. 

(m)  Data.  The  Contractor  may  restrict  the  Govern¬ 
ment's  right  to  use  any  part  of  a  VECP  or  the  support¬ 
ing  data  by  marking  the  following  legend  on  (he  affect¬ 
ed  parts: 

"I'lesc  (lain,  fiiinidirtl  under  live  Value  Engineering  clause  of  con- 
tract  ,  '.lull  not  be  disclosed  outside  the  Government  or 

duplicated,  used,  or  disclosed,  in  whole  or  in  part,  for  any  purpose 
other  than  to  evaluate  a  value  engineering  change  proposal  submitted 
•  under  the  clause.  1  his  restriction  does  not  limit  the  Govermcnl's 
right  to  use  inhumation  contained  in  these  data  if  it  has  been  ob¬ 
tained  or  ts  otherwise  available  from  the  Contractor  or  from  another 
source  without  limitation*." 

If  a  VECP  is  accepted,  the  Contractor  hereby  grants 
the  Government  unlimited  rights  in  the  VECP  and 
supporting  data,  except  that,  with  respect  to  data  quali¬ 
fying  anil  submit  led  as  limited  rights  technical  data,  the 
Government  shall  have  the  rights  specified  in  the  con¬ 
tract  modification  implementing  the  VECP  and  shall 
appropriately  mark  the  data.  (The  terms  “unlimited 
rights"  and  “limited  rights”  are  defined  in  Part  27  of 
the  Federal  Acquisition  Regulation.) 

(End  of  clause) 

(R  7- 104.44(a)(1)  1977  SEP) 

(R  7- 104.44(a)(2)  1976  JUL) 

(R  7- 1 04.44(a)(3)  1976  JUL) 

(R  7- 104.44(a)(4)  1976  JUL) 

(R  7-104.44(a)(5)  1976  JUL) 

(R  7-  l()4.44(a)(6)(i)(A)  1976  FEB) 

(R  7-l04.44(a)(6)(i)(B)  1976  FEB) 

(R  7- !04.44(a)(6)(i)(D)  1976  FEB) 

(R  7- lf)4.44(a)(6)(ii)(A)  1976  FEB) 

(R  7-l04.44(a)(6)(»XB)  1976  FEB) 


(R  7-  104.44(a)(6)(ii)(D)  1976  FEB) 

(R  7-204. 32(b)  1976  JUL) 

(R  7-204.32(c)  1976  JUL) 

(R  7-204. 32(d)(i)  1976  FEB) 

(R  7-204.32(d)(ii)  1976  FEB) 

(R  7-204. 32(d)(iii)  1976  JUL) 

(R  7-204.32(d)(iv)  1976  FEB) 

(R  7-1903.51  1976  JUL) 

Alternate  I  (APR  1984).  If  the  contracting  officer 
selects  a  mandatory  value  engineering  program  require¬ 
ment  substitute  the  following  paragraph  (a)  for  para¬ 
graph  (a)  of  the  basic  clause: 

(a)  General.  The  Contractor  shall  (1)  engage  in  a 
value  engineering  program,  and  submit  value  engineer¬ 
ing  progress  reports,  as  specified  in  the  Schedule  and 
(2)  submit  to  the  Contracting  Officer  any  resulting 
value  engineering  change  proposals  (VECP’s).  In  addi¬ 
tion  to  being  paid  as  the  Schedule  specifies  for  this 
mandatory  program,  the  Contractor  shall  share  in  any 
net  acquisition  savings  realized  from  accepted  VECP’s, 
in  accordance  with  the  program  requirement  sharing 
rates  in  paragraph  (0  below. 

(R  7- 104.44(b)  1974  APR) 

Alternate  II  (APR  1984).  If  the  contracting  officer 
selects  both  a  value  engineering  incentive  and  manda¬ 
tory  value  engineering  program  requirement,  substitute 
the  following  paragraph  (a)  for  paragraph  (a)  of  the 
basic  clause: 

(a)  General.  For  those  contract  line  items  designated 
in  the  Schedule  as  subject  to  the  value  engineering 
program  requirement,  the  Contractor  shall  (1)  engage 
in  a  value  engineering  program,  and  submit  value  engi¬ 
neering  progress  reports,  as  specified  in  the  Schedule 
and  (2)  submit  to  the  Contracting  Officer  any  resulting 
VECP’s.  In  addition  to  being  paid  as  the  Schedule 
specifies  for  this  mandatory  program,  the  Contractor 
shall  share  in  any  net  acquisition  savings  realized  from 
VECP’s  accepted  under  the  program,  in  accordance 
with  the  program  requirement  sharing  rates  in  para¬ 
graph  (f)  below.  For  remaining  areas  of  the  contract, 
the  Contractor  is  encouraged  to  develop,  prepare,  and 
submit  VECP’s  voluntarily;  for  VECP’s  accepted 
under  these  remaining  areas,  the  incentive  sharing  rates 
apply. 

(NM) 

Alternate  III  (APR  1984).  When  the  head  of  the 
contracting  activity  determines  that-  the  cost  of  calcu¬ 
lating  and  tracking  collateral  savings  will  exceed  the 
benefits  to  be  derived  in  a  contract  calling  for  a  value 
engineering  incentive,  delete  paragraph  (j)  from  the 
basic  clause  and  redesignate  the  remaining  paragraphs 
accordingly. _  _ _ 
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PART  *18 — VALUE  ENGINEERING 
SUBPART  48.2— CONTRACT  CLAUSES 


48.201  Clauses  Fop  Supply  or  Service  Contracts. 

(a)  General. 

(1)  Supply  or  service  contracts  for  spare  parts  and  repair  kits 
of  $25,000  or  more,  for  other  than  standard  commercial  parts,  shall 
contain  a  VE  incentive  clause  (see  FAR  48.201(b)). 

(2)  A  VE  program  requirement  clause  (FAR  52.248-1,  Alternates  I 

or  II)  shall  be  placed  in  initial  production  solicitations  and 
contracts  (first  and  second  production  buys)  for  major  system 
acquisition  programs  as  defined  in  DoD  Directive  5000.1,  except  as 
specified  in  paragraphs  (i)  and  (ii)  below.  A  program  requirement 
clause  may  be  included  in  initial  production  contracts  for  less  than 
major  system  acquisition  programs  if  there  is  a  potential  for  savings. 
The  contracting  officer  is  not  required  to  include  a  program 
requirement  clause  in  initial  production  contracts _ 

(i)  where,  in  the  judgment  of  the  contracting  officer,  the  prime 
contractor  has  demonstrated  an  effective  VE  program  during  either 
earlier  program  phases,  or  during  other  recent  comparable  production 
contracts. 

(ii)  which  are  awarded  on  the  basis  of  competition. 
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